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INTRODUCTION 


The  familiar,  well -publicized  ills  of  the  U.S.  health  care  system  - 
barriers  to  patient  access  and  continuity  of  care,  fragmented,  disorganized 
and  maldistributed  facilities  and  services,  wide  variations  in  quality  and 
spiraling  costs  -  have  been  subjected  to  a  wide  plethora  of  attempted 
voluntary  and  legislative  cures  during  the  1960s  and  1970s.    They  have  had 
varying  degrees  of  success.    Unfortunately,  their  independently  arrived  at 
prescriptions  for  remedy  -  increased  insurance  protection,  facilities  and 
services  planning,  and  economic  controls  -  have  been  developed  in  just  as 
fragmented  a  fashion  as  the  system  they  attempt  to  improve.    Thus,  the  mechan- 
isms set  in  motion  to  cure  one  set  of  symptoms  of  the  underlying  disorder 
have  often  exacerbated  others.    For  example,  as  barriers  to  patients'  access 
to  needed  care  were  lowered  through  the  Medicare  and  Medicaid  programs, 
expensive  redundancies  in  the  supply  of  facilities  and  services  were  height- 
ened.   Meanwhile,  health  care  costs  soared  from  5.2  percent  of  the  gross 
national  product  in  1960,  when  it  was  $25  billion,  to  8.6  percent  in  1976, 
when  it  was  almost  $140  billion  (U.S.,  DHEW,  SSA,  1977). 

The  National  Health  Planning  and  Resources  Development  Act  of  1974, 
P.L.  93-641,  is  landmark  legislation  in  that  it  attempts  to  wed,  for  the 
first  time,  state  and  local  health  planning  to  some  important  forms  of  con- 
trol over  costs.    Its  various  provisions  spell  out  an  elaborately  tiered 
federal,  state  and  local  agency  structure  through  which  goals  and  objectives 
for  improving  the  health  status  of  populations  in  specific  geographic  areas 
across  the  nation  would  first  be  formulated  and  then  be  systematically  related 
to  certain  decisions  about  the  provision  of  health  services  to  these  popula- 
tions. These  decisions  are  to  be  based  on  three  specific  types  of  mandated 
project  and  program  reviews  that  will  be  discussed  in  the  pages  to  follow: 
reviews  of  new  institutional  services;  reviews  of  existing  institutional  ser- 
vices; and  reviews  of  proposals  for  funding  certain  public  health  programs. 

It  is  widely  believed  that  one  underlying  purpose  of  the  new  Planning 
Act  was  to  provide  an  infrastructure  through  which  a  future  national  health 
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insurance  law  might  be  administered  with  some  assurance  that  the  interests 
of  patients,  providers  and  taxpayers  would  be  appropriately  balanced.  An 
integral  assumption  was  that  such  a  mechanism  would  be  concerned  with 
improving  the  cost  effectiveness  of  the  present  U.S.  health  system.  For 
although  the  Planning  Act's  introductory  Findings  and  Purpose  section 
announces  that  "the  achievement  of  equal  access  to  quality  health  care 
at  a  reasonable  cost  is  a  priority  of  the  Federal  Government"  -  a  state- 
ment that  evenhandedly  deals  with  questions  of  access,  quality  and  cost  - 
the  immediate  challenge  to  the  government  in  1974,  as  in  1977,  was  to 
contain  rising  costs.    The  entire  structure  can  be  viewed  as  an  attempt 
to  motivate  health  service  providers  to  bring  their  own  individual  and 
corporate  planning  decisions  into  line  with  societal  goals  enunciated  in 
health  plans  that  are  constructed  within  a  framework  of  limited  financial 
resources. 

The  Congressional  committees  that  drafted  the  bill  believed  this 
might  be  accomplished  if  health  planners  focused  on  improving  the  efficiency 
of  the  overall  health  system  over  the  long  run,  while  regulatory  agencies 
and  official  review  bodies  focused  on  short  run  strategies  for  containing 
the  costs  of  institutional  services. 

While  cost  control,  per  se,  is  never  explicitly  stated  to  be  a  prime 
objective,  the  planning  law  emphasizes  considerations  of  long-range  system 
efficiency  at  many  turns  -  regional ization  of  specialty  services,  alterna- 
tives to  inpatient  institutional  care  ^uch  as  HMOs,  and  home  care  services 
and  the  like,  as  well  as  attention  to  preventive  care  that  could  stave  off 
the  necessity  for  more  expensive  forms  of  treatment  after  the  fact  of 
avoidable  accident  or  illness.    Few,  if  any,  of  these  prescriptions  are 
new  -  most  of  them  have  been  advocated  by  a  succession  of  top  level 
national  commissions  for  at  least  25  years.    The  trick  appears  to  be  not 
what  to  do,  but  how  to  do  it.    The  planning  law  relies  on  a  combination 
of  communicatory  activities,  funding  toward  the  development  of  new  programs, 
and  regulatory  and  review  powers  to  move  the  health  care  system  in  desired 
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directions,  while  exercising  its  more  immediate  controls  on  costs  of 
institutional  care. 

Most  of  the  strategies  that  have  been  tried  or  proposed  during  the 
1970's  in  attempts  to  curb  rising  rates  of  expenditures  for  acute  hospital 
and  long  term  care  are  referenced: 

Controls  on  Expansion.    The  act  includes  provisions  designed  to  make 
universal  the  type  of  certificate  of  need  laws  now  operating  in 
35  states.    In  addition,  it  blankets  in  the  existing  reviews  of 
proposed  capital  expansions  that  36  states  now  conduct  under  con- 
tract with  the  Social  Security  Administration,  under  section  1122 
of  P.L.  92-603. 

Decertification  of  Inappropriate  Facilities  and  Programs.    No  provi- 
sions are  included  for  decertification  of  facilities  and  services 
that  external  reviewers  find  to  be  redundant  or  otherwise  unneeded 
by  their  communities.    The  act  does,  however,  require  periodic 
reviews  of  all  institutional  services,  with  public  notice  of 
findings  as  to  their  appropriateness. 

Rate  Setting.    Prospectively  determined  rates  of  payment,  or  charges, 
are  designed  to  eliminate  the  incentives  for  hospital  inefficiency 
thought  to  be  inherent  in  reimbursement  by  third  party  payers  that 
is  based  upon  incurred  costs.    The  act  does  not  incorporate  rate 
setting  provisions,  but  does  encourage  development  of  experimental 
programs  in  six  states. 

Utilization  Review.    The  control  of  excess  costs  associated  with 
inappropriate  or  unnecessary  use  of  hospital  services  ordered  for  their 
patients  by  physicians  is  the  legal  responsibility  of  the  Professional 
Standards  Review  Organizations  (PSROs)  established  under  P.L.  92-603. 
The  Planning  Act  encourages  coordination  of  activities  with  PSROs. 

By  relying  on  the  combination  of  approaches  outlined  above,  Congress 
appears  to  recognize  both  the  powerlessness  of  planning  without  teeth 
(documented  in  the  nation's  previous  attempts  at  both  voluntary  and 
government  funded  health  planning),  and  the  seeming  inability  of  regulation 
alone  to  accomplish  positive  desired  changes  in  the  attitudes  and  actions 
of  provider  organizations,  documented  more  recently  by  the  meager  cost 
containment  results  from  state  certificate  of  need  and  rate  setting 
programs  (Salkever  and  Bice,  1976;  Gaus  and  Hellinger,  1976:  83-95). 

It  remains  to  be  seen  whether  the  planning  law  structure  and  the 
combination  of  carrots  and  sticks  that  its  mechanisms  provide  will  in  fact 
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be  able  to  exert  a  significant  influence  on  the  nation's  health  delivery 
system  in  the  hoped  for  directions.    Pressures  to  continue  old  patterns  are 
strong.    In  addition,  health  planners  and  health  regulators  have  tradition- 
ally approached  the  problems  of  health  care  organization  and  the  problem 
of  influencing  behavioral  changes  from  entirely  different  vantage  points, 
and  have  quite  different  perspectives  on  ways  of  containing  health  care 
costs.    Merely  placing  their  activities  together  under  the  new  Planning 
Act  umbrella  will  not  necessarily  produce  working  cooperation.    Yet,  the 
very  enormity  of  existing  pressures  against  change,  and  the  clear  dangers 
of  confusion,  conflict  and  possible  mutual  cancelling  out  of  their 
respective  efforts  if  they  act  autonomously  may  mobilize  them  to  send 
common  signals  to  providers  and  to  deploy  common  strategies  for  dispensing 
their  respective  rewards  and  sanctions.    But,  as  in  other  arranged 
marriages,  considerable  accommodation  will  be  required  if  a  fruitful 
partnership  is  to  be  achieved. 

In  the  sections  to  follow,  we  explore  some  of  the  issues  that  must  be 
faced  in  forging  links  between  the  planning,  regulatory  and  review  activities 
prescribed  in  the  Planning  Act,  and  between  them  and  state  programs  for 
prospective  rate  setting.    This  effort,  sponsored  by  the  Bureau  of  Health 
Planning  and  Resources  Development,  is  the  first  stage  in  a  larger  project 
whose  final  report  will  suggest  positive  approaches  for  improving  these 
linkages.    We  proceed  on  the  assumption  that  the  types  of  linkages  between 
planning  and  rate  setting  that  seem  conducive  to  cost  containment,  as 
spelled  out  in  a  previous  paper  by  the  author  and  Drew  Altman,  also  apply 
to  linkage  with  certificate  of  need  and  section  1122  review  functions, 
and  that  successful  linkage  should  manifest  itself  in  the  following  ways 
(Bauer  and  Altman,  1975): 

-  common  policies  on  cost  control  and  other  long  range  goals  and 

short  range  objectives; 

-  common  strategies  for  implementation; 

-  shared  activity  in  the  design  of  various  review  processes  and 
review  criteria; 

-  a  shared  data  base; 
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-  sharing  of  tasks  to  be  performed  in  the  review  process,  taking 
advantage  of  the  special  expertise  of  the  various  participants; 

-  mutual  aid  in  monitoring  and  enforcement,  and  shared  feedback 
of  results. 

Because  of  the  point  in  time  of  its  writing,  while  the  agencies 
established  by  the  planning  law  are  still  getting  organized  and  before 
many  important  DHEW  guidelines  and  regulations  have  been  written,  our 
exploration  of  issues  must  in  many  respects  be  speculative  rather  than 
reportorial .    Not  only  does  no  quantitative  evidence  yet  exist  to  guide 
us,  since  the  program  is  still  suffering  its  initial  birth  pangs,  such 
evidence  would  not  be  very  helpful  even  were  it  to  be  quickly  forth- 
coming.   Four  or  five  years  will  probably  be  required  before  performance 
can  he  usefully  evaluated. 

However,  we  have  endeavored  to  make  our  speculations  informed 
ones.    They  derive  from  three  principal  sources:    review  of  the 
literature  reporting  precursor  experience  in  health,  planning,  certificate 
of  need,  section  1122  and  rate  regulation;  interviews  with  planners, 
regulators  and  providers  in  six  states;  and  case  studies.    The  interviews 
and  case  studies  are  being  conducted  in  states  and  regions  that  have 
either  been  actively  pursuing  strategies  of  linking  planning,  certificate 
of  need  and  rate  setting  activities  for  some  time,  or  where  new  efforts 
in  this  direction  have  recently  been  launched.     In  selected  sites,  we 
deliberately  looked  for  "best  case"  situations,  hoping  to  learn  both  the 
problems  encountered  at  state,  regional  and  institutional  levels,  and 
various  approaches  taken  to  deal  with  them. 

The  case  studies  are  being  made  in  New  York,  Massachusetts, 
Connecticut  and  New  Jersey  -  all  states  that  have,  had  hoth  rate  review 
and  certificate  of  need  programs  in  operation  for  several  years. 
Each  case  is  being  followed  over  the  course  of  a  year,  and  involves  some 
particular  activity  of  planning  and  regulatory  agencies.    Most,  but  not  all 
of  the  area  planning  agencies  included  were  transformed  to  HSA  status  from 
some  previously  well-established  local  planning  agency.    We  are  grateful 
to  the  several  hundred  people  in  state  agencies,  HSAs,  hospitals  and 
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and  hospital  associations  who  opened  their  files  and  freely  shared  their 
ideas  and  experiences  with  us.    These  studies  will  be  reported  on  separately, 
but  vignettes  gleaned  from  them  are  used  here  as  appropriate  to  illustrate 
issues  that  appear  to  be  fairly  general.     We  are  also  grateful  to  the 
twenty  people  in  six  states  who  took  time  from  their  direct  involvement  in 
the  processes  we  describe  to  review  a  draft  of  this  manuscript  during  the 
summer  of  1977,  to  supply  valuable  comments  and  suggestions,  and  to  assure 
us  that  the  issues  we  have  identified  appear  to  be  paramount  ones  at  this 
point  in  time. 

The  paper  is  organized  in  three  parts.    Part  I  presents  the 
background  for  subsequent  discussions.    It  reviews  a  few  of  the  salient 
forces  currently  shaping  our  health  service  system  which  the  agencies 
established  by  the  Planning  Act  must  either  turn  to  their  advantage  or 
countervail  with  new  pressures.    It  then  summarizes  the  major  provisions 
of  P.L.  93-641  and  outlines  relevant  characteristics  of  current  rate 
setting  programs.    In  Part  II,  we  look  at  a  series  of  general  issues 
that  seem  likely  to  arise  in  attempts  to  link  the  planning  and  regulatory 
functions  prescribed  under  the  act  as  they  pertain  to  the  scope  and 
authority  of  the  various  agencies,  the  structural  constraints  imposed 
upon  them,  and  special  problems  that  surround  their  attempts  to  formu- 
late common  policies  and  devise  common  strategies  for  policy  implemen- 
tation.   Finally,  we  will  note  certain  administrative  considerations 
that  influence  the  ability  of  the  various  agencies  to  relate  to  each 
other.    Part  III  discusses  more  specific  issues  of  planning,  certifi- 
cate of  need  and  rate  setting  linkages  that  seem  likely  to  arise 
during  the  processes  of  the  three  major  types  of  reviews  mandated  under 
the  law:    reviews  of  new  institutional  services;  reviews  of  appropriate- 
ness of  existing  institutional  services;    and  reviews  of  proposals  for 
certain  federally  funded  public  health  programs.    The  section  on  reviews 
of  new  institutional  services  is  considerably  more  detailed  than  the 
others  since  there  is  more  accumulated  experience  to  draw  on  and  since 
DHEW  regulations  have  been  issued.    We  conclude  the  report  with  an  overview. 
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PART  I .    THE  SETTING 


I.  SOME  FORCES  CURRENTLY  INFLUENCING  THE  ACTIONS  OF  HEALTH  SERVICES  PROVIDERS 


This  section  poses  a  number  of  issues  as  background  for  subsequent 
discussion  of  linkage  of  planning  and  regulatory  functions  under  P.L.  93-641, 
adopting  the  proposition  that  policies  and  strategies  to  influence  the  future 
actions  of  health  service  providers  should  be  grounded  on  knowledge  of  the 
forces  influencing  their  current  actions. 

A  host  of  factors,  singly  and  in  interaction,  make  the  U.S.  health 
care  system  what  it  is  and  act  to  obstruct  fundamental  changes  that  rationale 
planners  might  believe  to  be  desirable.    A  list  of  the  more  obvious  factors 
would  include:    the  fee-for-service  system  of  medical  practices;  competition 
among  hospitals  to  attract  medical  staff;  the  current  technological  imperative 
in  medicine  (which  Anne  Somers  likens  to  the  Sorcerer's  Apprentice);  the 
pressure  to  upgrade  services  and  physical  facilities  from  literally  hundreds 
of  separate  federal  and  state  agencies  and  professional  societies;  the  threat 
to  physicians  and  hospitals  of  malpractice  suits;  the  push  from  construction, 
phamaceutical ,  medical  supply  and  equipment  industries  to  meximize  profits 
from  this  high  growth  industry;  the  push  from  the  four  and  a  half  million 
people  working  in  the  hoalth  care  industry  and  their  unions  for  higher  wages 
and  salaries;  and  the  push  from  local  communities,  including  banks,  real 
estate  interests  and  civic  groups,  to  establish,  maintain  and  expand  advanced, 
full-service  hospitals. 

Looked  at  more  generically,  the  important  fact  to  remember  is  that 
the  various  health  planning,  review  and  regulatory  functions  of  the  new 
Planning  Act  hardly  enter  into  the  health  services  arena  de  novo.  Health 
planning  and  health  regulation  as  spelled  out  in  the  law  are,  in  fact, 
just  an  overlay  of  new  incentives  and  controls  in  an  extraordinarily 
complicated  industry  in  which  an  already  extensive  system  of  informal 
planning  and  voluntary, quasi -governmental,  and  governmental  controls  are 
being  continually  exercised.    A  body  of  law  and  voluntary  agreements 
reflecting  the  cumulative  decisions  and  decisionmaking  rules  of  many 
diverse  organizations  now,  as  always,  determine  the  actual  operational 
plans  of  the  nation's  approximately  380,000  physicians,  its  6000  acute  care 
hospitals  and  its  many  other  health  services  providers.    Thus,  as  Shonick 
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points  out,  in  a  very  important  sense  it  is  a  misnomer  to  speak  of  the  health 
services  in  the  United  States  as  being  delivered  in  an  unplanned  non-system 
(Shonick,  1976:  3): 

The  presently  prevailing  modes  of  physician  education  and  practice, 
hospital  untilization  and  staffing,  or  allied  health  personnel 
education  and  utilization  all  entail  very  complex  and  highly 
organized  systems  of  legal  restrictions  and  financial  incentives 
on  the  governmental  level  and  equally  organized  systems  of  sanc- 
tions and  encouragements  (ethical  codes  and  peer  acceptance  or 
rejection)  by  professional  societies  on  the  private  organizational 
level.    Taken  together,  the  governmental  and  private  organizational 
systems  of  sanctions  and  incentives  form  the  plan  that  has  produced 
the  present  system,  whose  predominant  features  are  fee-f or-service 
physician  practice  in  solo  or  small  group  arrangements  and 
voluntary  hospitals  whose  reimbursement  is  to  a  large  degree 
on  a  cost-plus  basis.    Geographic  choices  for  the  establishment 
of  physicians'  practices  and  (until  recently)  hospitals  have  been 
left  to  the  market,  as  it  has  been  molded  by  the  sponsoring  groups 
.  .  .  .the  idea  that  any  network  of  modern  physician  and  hospital 
care  in  an  industrially  advanced  country  is  unplanned  seems  to  be 
rather  fatuous. 


The  Physicians '  Role 


The  power  of  physicians  as  the  dominant  decisionmakers  in  shaping 
the  existing  organization  of  health  services  as  well  as  the  major  processes 
that  determine  the  volume,  nature  and  therefore  the  costs  of  care  of  the 
patients  that  present  themselves  for  treatment  is  well  recognized,  as  is 
their  influence  on  hospital  decisions  on  the  purchases  and  use  of  high 
technology  equipment,  the  introduction  of  new  medical  programs  and  capital 
expansions  (Pauly  and  Redisch,  1973).    Alford  (1975:  14)  comments: 

Medicine  is  a  classic  case  of  social  organization  of  production 
but  the  private  appropriation  of  powers  and  benefits  by  a 
structural  interest  -  professional  monopoly  -  which  through 
professional  associations  has  maintained  control  of  the  supply 
of  physicians,  the  distribution  and  cost  of  services,  and  the 
rules  governing  hospitals. 

This  central  fact  of  life  can  be  both  defended  (the  doctor-patient 
relationship  is  essential  to  good  care  and  must  not  be  tampered  with  by 
outsiders)  or  attacked  (physicians  have  abused  the  relationship,  aften 
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pursuing  their  own  interests  rather  than  those  of  their  patients,  and 
disregarding  the  aggregated  cost  consequences  of  their  Individual  deci- 
sions).   In  any  event,  the  question  of  how  to  deal  with  the  continued 
dominance  of  physicians  in  the  day-to-day  "planning"  of  the  health  care 
system  is  central  to  any  efforts  to  change  its  future  directions. 

Corporate  Rationalism 

Changing  technology  and  division  of  labor  in  health  care,  and  the 
shifting  rewards  to  social  groups  and  classes  have,  however,  created  new 
structural  interests.    Alford  (1975:  15)  labels  this  "corporate 
rationalism"  and  describes  it  as  follows: 

Bureaucratic  organizations  -  mainly  the  hospitals  -  are  the 
principal  agents  potentially  available  to  organize  complex 
technology  in  a  way  which  makes  various  skilled  behaviors 
available  to  patients.    Hospital  administrators,  medical 
schools,  government  health  planners  and  public  health  agencies 
and  researchers  constitute  interest  groups  which  share.  .  .a 
common  relationship  to  the  underlying  changes  in  the  tech- 
nology and  organization  of  health  care.    This  common  relation 
generates  their  developing  structural  interest  in  breaking  the 
professional  monopoly  of  physicians  over  the  production  and 
distribution  of  health  care.  .  .  . 

The  corporate  rationalist  often  challenges  certain  fundamental 
interests  of  professionals  -  as  when  an  organization  such  as  the  Kaiser 
Foundation  Health  Plan  opens  a  prepaid  group  practice  H.M.O.  in  a  new 
community,  in  defiance  of  opposition  from  fee-for-service  practitioners, 
or  when  a  hospital  board  of  trustees  refuses  to  approve  an  additional 
surgical  suite  when  the  existing  one  is  only  being  used  at  half  its 
potential  capacity.    In  the  first  of  such  situations,  the  conflicts  usually 
erupt  into  newspaper  headlines  and  heated  public  debate.    In  the  second, 
much  more  frequent  type  of  situation,  the  struggles  take  place  quietly 
within  the  confines  of  an  institution's  walls  -  since  this  is  in  the 
interest  of  both  parties. 

If  one  accepts  this  thesis,  a  central  issue  is  whether  the  external 
planning  and  regulation  established  by  the  new  law  and  by  state  rate 
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setting  programs  should  attempt  to  strengthen  the  hand  of  the  corporate 
rationalists  who  have  for  some  time  been  seeking  power  to  integrate 
and  coordinate  health  care,  or  whether  the  system  should  be  further 
fractionated,  following  free  market  principles  such  as  advocated  by 
Havighurst  (1976). 

Reimbursement  for  Health  Services 

Third  party  payers'  benefit  structures  and  conditions  of  reimburse 
ment  for  health  services  constitute  a  third  major    determinant  of  the 
shape  and  nature  of  our  existing  health  services  "plan."    Many  analysts 
today  are  preoccupied  with  the  effects  of  hospital  insurance  benefit 
structures  on  U.S.  health  services  costs  and  utilization.  However, 
evidence  from  other  countries  that  have  health  insurance  with  even 
broader  coverage  suggests  that  there  are  wide  differences  in  rates  of 
cost  increase  in  response  to  this  by  now  almost  universal  phenomenon. 
Part  of  the  difference  may  well  stem  from  the  effects  of  the  reimburse- 
ment mechanisms  U.S.  third  party  payers  employ,  and  their  effect  on  the 
organization  of  services  that  influence  overall  system  efficiency. 

Considerable  attention  has  been  given  to  the  influence  of  cost- 
based  reimbursement,  and  its  failure  to  provide  incentives  for  careful 
management  of  hospitals  within  fixed  budgets,  a  source  of  potential 
excess  costs  currently  being  addressed  by  the  moves  towards  prospective 
rate  setting  we  will  review  in  the  next  section.    However,  the  principles 
according  to  which  Medicare,  Medicaid  and  Blue  Cross  plans  determine 
which  types  of  provider  costs  are  allowable  and  unallowable  for  reim- 
bursement probably  have  far  greater  effects  on  total  health  system  costs 
than  does  the  factor  of  retroactive  versus  prospective  rate  calculation 
in  hospitals.    These  "principles  of  payment,"  set  forth  in  detail  in 
Medicare  and  Medicaid  regulations  and  Blue  Cross  contracts,  profoundly 
affect    the  manner  in  which  health  services  are  organized.    As  one  exampl 
the  principles  regarding  reimbursement  of  interest  and  depreciation  of 
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health  facilities  and  major  equipment  obviously  exert  a  powerful  influence 
on  the  individual  planning  decisions  of  nonprofit  institutions,  of  private 
investors  and  of  financing  institutions.    In  1967,  Somers  and  Somers  pointed 
out  that  the  revenue  available  to  hospitals  for  depreciation  under  Medicare 
program  principles  of  reimbursement  that  did  not  require  funding  or  pooling 
would  stimulate  waste  and  inflation  (Somers  and  Somers,  1967:212).  Events 
have  borne  out  the  accuracy  of  their  prediction. 

One  may  assume,  too,  that  the  principles  of  reimbursement  under 
Medicare    and     Medicaid     have    been    largely    responsible    for  the 
extraordinary  growth  of  the  long  term  care  industry  since  the  inception 
of  these  programs.    These  policies,  in  effect,  dictated  that  both  the 
organization  and  provision  of  long  term  care  to  patients  be  taken  out 
of  established  community  hospitals.    Wise  or  unwise,  these  policies, 
effectuated  first  through  reimbursement  and  more  lately  through  utiliza- 
tion review  mechanisms,  resulted  in  a  vast  financing  and  construction 
effort  that  in  the  six  years  between  1967  and  1973  doubled  the  number 
of  nursing  care  beds  so  that  they  now  far  exceed  the  number  of  beds  in 
general  hospitals.    Likewise,  while  the  number  of  hospitals  remained 
roughly  constant,  approximately  5000  new  nursing  homes  were  established 
during  this  period,  bringing  the  total  number  to  about  15,000  (U.S.  Natl. 
Center  for  Health  Statistics;  1975). 

Conditions  of  reimbursement  may  also  block  the  development  of 
services  that  might  reduce  overall  system  costs.    For  example,  the  extent 
and  manner  in  which  home  care  support  services  for  chronically  ill 
patients  is  reimbursable  by  third  party  payers  will  determine  whether 
care  at  home  is  in  fact  a  feasible  alternative  to  institutionalization. 
Commenting  on  the  problems  stemming  from  the  present  restriction  on 
coverage,  a  health  planner  we  interviewed  in  Arizona  put  the  case 
succinctly:  "No  one  is  prepared  to  supply  the  money  for  the  types  of 
services  everyone  agrees  we  need." 

Finally,  reimbursement  for  the  limited  kinds  of  services  that 
are  covered  by  third  party  payers  has  been  more  or  less  open-ended,  with 
increases  in  insurance  premiums  and  taxes  compensating  for  each  round 
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of  increases  in  provider  costs  and  charges.    Thus,  there  is  no  force 
that  impel  1 s  physicians  or  institutions  to  make  choices  in  resource 
allocation  within  the  discipline  of  overall  societal  budgetary  constraints. 

The  third  general  issue  that  may  be  posed,  therefore,  is  how  the 
provisions  of  the  new  law,  and  its  possible  links  with  rate  settina.  might 
be  expected  to  change  or  to  modify  the  present  powerful  influences  on 
the  nature  and  shape  of  the  health  services  systems  that  are  set  in 
motion  by  current  reimbursement  mechanisms. 

Consumer  Interests 

While  government  officials  and  economists  may  argue  that  it  is  in 
the  general  public's  interest  to  limit  their  financial  and  physical  access 
to  health  care  by  cutting  insurance  benefits  and  reducing  the  supply  of 
hospital  beds,  it  is  a  fact  of  life  well  known  to  politicians  that  their 
voter  consi tuencies  actively  seek  more,  not  less,  access  to  health  services. 
However,  consumer  perceptions  as  to  the  importance  of  readily  available 
hospital  care  may  possibly  be  changing.    Bizarre  as  the  alliance  may  seem, 
latter-day  flower  children  devotees  of  home  childbirth,  laetrile  believers, 
Nader's  public  advocacy  groups  and  American  Enterprise  Institute  utilitarian 
economists  are  becoming  comrades  in  arms  against  what  they  conceive  to  be 
the  tyranny  of  medical  empires.    Whether  their  common,  vocal  stance  against 
professional  control  of  the  medical  care  system,  together  with  the  restless- 
ness of  corporations  and  labor  unions  over  mounting  costs  of  health  insurance 
fringe  benefits  will  convince  consumers  to  work  actively  for  hospital  system 
shrinkage  in  their  own  localities  remains  to  be  seen.    This  will  be  a  crucial 

issue  in  determining  the  success  of  the  consumer-dominated  agencies  created 
by  P.L.  93-641  in  carrying  out  the  current  objectives  of  the  federal 
government. 
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Existing  Regulation 


The  certificate  of  need,  section  1122  and  rate  setting  programs 
whose  potential  links  with  P.L.  93-641  planning  activities  will  be  dis- 
cussed in  this  paper  comprise  only  three  of  the  vast  number  of  regulatory 
bodies  that  impact  almost  daily  on  the  decisions  of  health  services 
providers. 

There  are  few  governmental  controls  on  physicians  or  physician 
practice.    While  licensure  is  required  by  the  states,  its  conditions  are 
usually  laid  down  or  strongly  influenced  by  the  profession.*  The 
introduction  of  utilization  review  by  Professional  Standards  Review 
Organizations  CPSROs)  under  the  1972  amendments  to  the  Social  Security 
Act,  designed  to  control  inappropriate  physician  orders  for  patient  care, 
marked  the  first  attempt  at  quasi -governmental  regulation  of  practice. 
Some  provisions  of  the  1976  Health  Manpower  Act  mark  the  second. 

Hospitals  and  long  term  care  facilities,  on  the  other  hand,  have 
long  been  subject  to  a  vast  amount  of  ongoing  regulatory  controls  by  a 
great  variety  of  federal,  state  and  local  agencies.  Besides  state  licen- 
sure, Medicare  certification  and  voluntary  accreditation  by  the  Joint 
Commission  on  Accreditation  of  Hospitals  (JCAH),  the  majority  of  states 
had  certificate  of  need  and  section  1122  programs  before  the  Planning 
Act  was  passed,  and  one  out  of  five  states  had  some  form  of  rate  regula- 
tion.   These  major  programs  are  only  the  start.    A  recent  report  of  the 
Task  Force  on  Regulation  of  the  Hospital  Association  of  New  York  State 
discovered  that  in  that  state  a  total  of  164  regulatory  bodies  were 
involved  with  the  regulation  of  hospitals,  focusing  on  109  different 


*  This  is  not  to  discount  the  high  degree  of  peer  review  that 
effectively  controls  the  training  of  physicians,  many  aspects  of  their 
hospital  practice,  and  research.    See,  for  example,  Rosemary  Stevens' 
American  Medicine  and  the  Public  Interest  (1971). 
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types  of  hospital  activities.*    (See  Exhibit  I,  below.)    Eighty-two  of  the 
matters  regulated  were  cited  as  subject  to  the  scrutiny  of  at  least  10 
different  regulatory  bodies.    Nor  is  New  York  State  unique.    The  former 
head  of  the  health  planning  agency  in  Arizona  reported  to  us  that  at  the 
state  level  alone,  45  different  units  of  state  government  have  responsi- 
bilities for  health  regulation.    For  example,  seven  separate  units  of 
government  were  involved  with  hospital  food  inspection.    In  Massachusetts, 
a  hospital  association  study  found  118  units  of  state  government  that  were 
in  some  way  involved  in  hospital  regulation.    Similarly  fractionated  controls 
are  imposed  on  long  term  care  facilities. 

EXHIBIT  I:      NUMBER  OF  REGULATORY  BODIES  INVOLVED  IN 
HOSPITAL  REGULATION:  SAMPLE  HOSPITALS,  NEW  YORK  STATE 

Federal  40 

State  96 

City/County  18 
Quasi-Public  3 

Voluntary  7 

Source:    Report  of  the  Task  Force  on  Regulation,  Hospital  Association 

of  New  York  State,  1976.  P.  24. 


*  A  few  of  the  matters  subject  to  regulation  are:  governance;  policies; 
standards  of  performance;  professional  standards;  admitting  procedures; 
disaster  plans;  smoking;  certificate  of  need;  permits;  community  rela- 
tions; civil  rights;  patient  rights;  alcohol  control;  drugs  and  medication 
control;  narcotics  control,  labeling;  packaging;  radioactive  substances; 
radiation  protection;  construction;  material  storage;  fire  control;  waste 
disposal;  pest  control;  sanitation;  accounting  and  reporting;  breadth 
of  service;  levels  of  care;  new  services;  accessibility;  drug  profiles; 
infection  control;  communicable  disease  control;  utilization  review  plan; 
quality  of  care;  length  of  stay;  medical  records;  ambulance;  crime  vic- 
tims; death  certificates;  birth  certificates;  termination  of  pregnancy; 
adoption;  child  abuse;  drug  abuse;  accreditation;  workmen's  compensation; 
disability  insurance;  hiring  discrimination;  fair  labor  practices;  food; 
laundry;  transportation;  security;  package  control.  For  each  of  the  above 
matters  two  or  more  different  regulatory  agencies  were  involved. 
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Many  types  of  regulatory  controls  push  up  costs  (licensing, 
certification,  building  codes,  fire  codes,  etc.)  while  others  -  the 
ones  dealt   with  in  this  paper  -  attempt  to  moderate  them.    Each  piece 

in  the  potpourri  of  health  regulation  follows,  by  law,  its  own 
legislatively  mandated  goals,  and  promulgates  its  own  rules,  guidelines 
and  standards.    Furthermore,  the  relative  importance  of  regulatory 
programs  in  the  eyes  of  state  government  officials  shifts  over  time, 
often  quite  rapidly.    In  New  York,  roach  free  kitchens  in  nursing  homes 
may  have  been  considered  a  high  state  priority  in  1970;  by  1976,  caught 
in  its  Medicaid  budget  crisis,  the  same  state  may  consider  the  standards 
to  insure  this  a  wasteful  "amenity." 

The  tendency  of  regulatory  bodies  to  act  autonomously  is  illustrated 
by  the  fact  that  in  most  rate  setting  states  neither  Medicare  nor  Medicaid 
programs  are  willing  to  pay  the  prospective  rates  that  the  state  program 
establishes  for  their  payers.    In  some  instances,  too,  notably  New  York, 
the  rate  setting  body  will  not  allow  increases  in  rates  to  allow  providers 
to  correct  deficiencies  under  the  state's  own  licensing  code  standards. 

Unfortunately,  the  extent  to  which  each  type  of  regulation 
influences  performance  and  outcome  is  not  known;  few  studies  have  been 
undertaken  and  their  results  are  inconclusive  (O'Donoghue,  1974). 

Exhibit  II  schematizes  a  few  of  the  major  organizational  influences 
that  regularly  impact  on  hospital  decisions  (see  following  page).  The 
inner  box  depicts  the  troika  of  medical  staff,  administration  and  board 
that  constitute  the  decisionmakers  in  hospitals.  (Since  the  proportion- 
ate influence  of  each  troika  member  varies  considerably  among  individual 
institutions,  the  relative  space  assigned  to  them  in  this  exhibit  is 
only  intended  to  be  suggestive.)    The  outer  box  depicts  a  few  of  the 
types  of  organizations  external  to  the  hospital  that  in  one  way  or  another 
influence  the  course  of  its  actions.    Again,  evidence  is  lacking  on  their 
cumulative  effects;  only  a  few  case  reports  are  available  (Popko,  1976: 
61-135).    A  forthcoming  report  from  our  project  will  recount  the  tragi- 
comic efforts  of  one  small  residential  care  facility  in  New  England  to 
provide  continuity  of  care  to  its  residents  in  the  face  of  town,  county, 
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EXHIBIT  II:    MAJOR  INTERNAL  AND  EXTERNAL  PLANNING  AND  CONTROL 
SYSTEMS  IMPACTING  ON  HOSPITAL  DECISIONMAKING 
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state  and  federal  regulatory  requirements  that  unwittingly  combined  to 
thwart  this  simple  purpose. 

As  the  new  Planning  Act  becomes  implemented,  the  agencies  it 
creates  will  need  to  relate  to  other  existing  regulatory  systems.  The 
issue  becomes  whether  its  functions,  and  those  of  rate  setting,  will  be 
coordinated  in  a  fashion  that  will  minimize,  stabilize  or  further  add  to 
the  present  confusion.    Linkages  to  PSROs  and  licensing  and  certification 
agencies,  in  particular,  seem  essential  if  these  various  programs  are  not 
to  work  against  each  other. 

In  summary,  how  the  functions  set  in  motion  by  provisions  of  the 
Planning  Act  and  by  rate  setting  programs  will  influence  and  be  influenced 
by  the  existing  forces  of  physician  control,  corporate  rationalism, 
reimbursement  and  other  ongoing  regulation  poses  several  important  issues. 
How  these  issues  are  dealt  with  will  undoubtedly  determine  the  eventual 
success  of  P.L.  93-641  in  influencing  providers  to  deliver  health  care 
to  the  U.S.  population  in  a  cost  effective  manner.    Thus,  they  will  be 
referred  to  as  appropriate  throughout  the  succeeding  sections  of  this  paper. 


II.  PROVISIONS  OF  P.L.  93-641  THAT  SET  THE  STAGE  FOR 


LINKING  PLANNING  AND  ECONOMIC  REGULATION 


The  National  Health  Planning  and  Resources  Development  Act 
represents  the  most  recent  of  Congress's  four  efforts  in  little  more 
than  a  decade  to  establish  a  system  for  the  regional  planning  of  health 
services  and  facilities,  and  its  second  major  attempt  to  control 
unneeded  expansion  of  health  facilities.    (Section  1122  of  P.L. 
92-603  was  the  first.)    The  Act  establishes  structures  through  which 
some,  at  least,  of  the  general  issues  posed  in  the  previous  section 
might  be  addressed,  although  it  notably  fails  to  deal  directly  with 
questions  of  physician  control  and  financing  of  health  services. 
Similarly,  there  are  few  direct  provisions  that  explicitly  call  for 
linkages  between  the  Act's  mandated  planning  and  regulatory  activities, 
although  they  appear  to  be  implicit. 

Since  the  arrangements  the  law  prescribes  under  which  the 
functions  of  planning  and  reviews  must  be  carried  out  at  local  and 
state  levels  in  large  part  determine  the  feasibility  of  making  such 
linkages  operational,  this  section  will  briefly  review  the  major 
elements  of  the  P.L.  93-641  structure,  and  the  ten  national  priorities 
it  establishes.    A  separate  discussion  of  rate  setting  is  included. 
The  section  will  conclude  by  reviewing  how  the  Act  deals  with  the 
linking  of  planning  and  regulatory  functions. 

The  Planning  Act 

P.L.  93-641  borrows  freely  from  pre-existing  planning  and  regula- 
tory programs,  albeit  introducing  significant    changes.    Thus,  its  two 
Titles,  XV  and  XVI,  draw  upon  elements  of  the  former  Comprehensive  Health 
Planning  Act  (P.L.  89-749),  the  former  Regional  Medical  Program,  Experimental 
Health  Service  Delivery  Systems  and  the  Hill  Burton  Health  Facilities 
Construction  Program.    Title  XV  also  requires  states  that  wish  to 
participate  (and  they  sacrifice  considerable  federal  funding  opportunities 
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if  they  do  not)  to  institute  certificate  of  need  (CON)  programs,  or  to 
administer  their  current  CON  and  section  1122  programs  in  conformance 
with  the  minimum  conditions  set  out  in  the  Act  and  its  subsequent 
regulations.    These  conditions,  in  turn,  derive  in  large  part  from 
features  of  the  ongoing  section  1122  program  and  from  certain  state 
certificate  of  need  programs. 

As  we  have  seen,  the  Act  places  major  emphasis  on  processes  for 
developing  holistic  health  plans  that  would  embody  community,  state  and 
federal  goals  and  objectives,  and  on  reviews  and  regulations  directed 
narrowly  at  institutional  health  services.    The  special  focus  on  health 
services  delivered  in  institutional  settings  reflects  the  crisis  per- 
ceived to  surround  hospital  costs,  which  accounted  for  40  percent  of 
total  health  expenditures  in  1976,  and  almost  60  percent  of  the 
federal  share  of  such  spending.    Because  private  insurance  and  govern- 
ment together  pay  86  cents  out  of  every  dollar  hospitals  receive, 
there  is  high  visibility  to  the  fact  that  prices  for  hospital  care 
have  consistently  increased  at  a  much  higher  rate  than  the  prices  of 
other  health  care  components,  and  faster  than  prices  in  other  segments 
of  the  economy  (Feldstein  and  Taylor,  1977:  31). 

Despite  the  several  institutional  services  reviews  the  act  mandates, 
it  is  important  to  note  that  the  only  true  regulatory  controls  are  those 
that  it  encourages  state  governments  to  impose  under  their  own  certifi- 
cate of  need  laws,  and/or  under  their  section  1122  contracts  with  the 
Secretary  of  Health,  Education  and  Welfare.    These  controls  typically 
apply  to  new  or  expanded  facilities,  services  and  major  equipment 
purchases. 

Earlier  drafts  of  the  bill  had  also  included  two  other  regulatory 
provisions.    One  would  have  required  states  to  recertify  existing  health 
services  as  assurance  of  their  continued  need;  it  would  have  allowed 
the  shrinking  of  the  institutional  system  currently  in  vogue  as  a  means 
of  cost  control.    The  other  would  have  strongly  encouraged  the  develop- 
ment of  state  prospective  rate  setting  beyond  the  ten  programs  currently 
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in  operation.    Although  these  provisions  were  emasculated  during  the 
legislative  process,  they  remain  in  vestigial  form  in  the  required 
reviews  of  the  appropriateness  of  institutional  facilities  and 
services, in  authorization  of  funding  for  six  state  rate  setting 
experiments,  and  in  provisions  requiring  improvement  of  information 
to  undergird  the  processes  of  future  rate  setting.    It  seems  likely 
that  both  decertification  and  rate  controls  will  be  reintroduced  in 
federal  and/or  state  legislation  during  the  next  few  years. 

Structures  and  Functions  Prescribed  in  the  Act 

The  functions  of  planning,  certificate  of  need  and  section  1122 
reviews,  appropriateness  review  and  review  of  selected  federal  funding 
proposals  are  carried  out  through  three  organizational  mechanisms 
established  by  the  Act:    health  system  agencies  (HSAs),    state  health 
planning  and  development  agencies  (SHPDAs),  and  statewide  health 
coordinating  councils  (SHCCs). 

The  Health  Systems  Agency  (HSA).    The  212  HSAs,  areawide  planning  and 
review  bodies  that  will  constitute  the  basic  building  blocks  of  the 
1974  Planning  Act  structure  will  cover  the  entire  U.S.  population. 
Each  agency  is  responsible  for  an  area  containing  between  500,000  to 
3  million  residents  and,  it  is  hoped,  will  correspond  to  natural  health 
service  areas  that  include  at  least  one  center  providing  highly  specialized 
services.    Whenever  possible,  SMSAs  are  not  divided  by  HSA  boundaries. 
Ten  states  have  only  one  HSA,  coterminous  with  state  boundaries.  There 
are  15  interstate  HSAs. 

Each  HSA  operates  under  a  direct  contractual  agreement  with  the 
Secretary  of  DHEW,  and  receives  its  major  funding  from  that  source. 
Tfiey,  therefore,  are  not  accountable  to  state  governments.    In  1977, 
HSAs  will  in  aggregate  receive  about  $97  million  in  operating  funds 
from  DHEW,  an  average  of  about  40  cents  per  capita  for  the  population 
covered. (DHEW/HRA,  1977a:  1).    While  they  may  supplement  these  funds 


from  other  sources,  these  may  not  include  direct  providers  of  health 
services,  as  was  the  case  under  the  former  comprehensive  health  planning 
law. 

The  1974  law  spells  out  various  conditions  for  designation.  An  HSA 
may  be  an  independent  private  nonprofit  corporation,  or  it  may  be  organ- 
ized under  a  regional  planning  body,  or  under  a  single  unit  of  local 
government...    Irs  fact,  174  of  the  196  HSAs  conditionally  approved  or 
fully  designated  as  of  September  1976  were  private  nonprofit  corpora- 
tions, 18  were  regional  planning  bodies  and  four  were  units  of  local 
government  (Cain  and  Thornberry,  1977). 

The  act  spells  out  the  permitted  size  range  of  the  HSA  governing 
board  and  specifies  the  composition  of  its  membership;  51  percent  or 
more  consumers  (very  narrowly  defined);  a  maximum  of  one  third  direct 
providers  of  service;  and  the  balance,  indirect  "providers"  such  as 
Blue  Cross  plan   or  medical  school  representatives.    In  general,  the 
federally  prescribed  board  composition  seeks  to  assure  representation 
for  different  types  of  providers  and  different  social,  economic, 
linguistic  and  racial  populations,  the  various  geographic  subareas  of 
the  HSA  regions,  local  governments,  Veterans  Administration  hospitals 
and  Health  Maintenance  Organizations  (HMOs).    DHEW  regulations  and 
guidelines  also  spell  out  minimal  requirements  for  an  administrative 
and  a  functional  committee  structure.    Finally,  the  HSA  may  establish 
advisory  subarea  councils  with  the  same  type  of  membership  composition 
as  the  parent  body.    Exhibit  III  shows  the   structure  of  one  of  the 
HSAs  studied  by  our  project,  and  indicates  the  numbers  of  members  on 
each  of  the  15  committees  that  have  been  organized  so  far. 

Functions.    The  HSA  has  several  responsibilities  spelled  out  in 
section  1513.    First,  it  is  to  develop  goals  and  objectives  for  improving 
the  health  status  of  the  population  in  its  area,  and  for  improving  the 
appropriateness  and  cost  effectiveness  of  the  health  system  that  serves 
it.  National  goals  and  priorities,  spelled  out  in  sections  1501  and  1502 
of  the  Planning  Act  and  in  subsequent  policy  guidelines,  are  to  be 
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EXHIBIT  III:    COMMITTEE  STRUCTURE  OF  THE  HSA  NORTH 
CENTRAL  CONNECTICUT  BOARD  OF  DIRECTORS 
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*  The  HSA  requires  three  core  members  for  each  subarea  council:  a  consumer, 
a  provider  and  an  elected  official.    Other  members  may  be  added  ad  hoc. 


taken  into  consideration,  too.  The  HSA's  goals  and  objectives  are  to  be 
incorporated  in  a  series  of  formal  plans  for  its  area  that  are  in  turn 
to  be  related  to  statewide  plans.    Second,  the  HSA  is  to  implement  its 
plans  by  means  of  the  various  review  activities  we  will  be  discussing  in 
following  sections    of  this  paper,  and  by  activities  designed  to  bring 
about  positive  changes  in  the  environment  and/or  to  develop  new  or 
modified  health  resources  within  its  area. 

Three  separate  formal  plans  are  required: 

a)  The  Health  System  Plan  (HSP) is  a  long  range  goals  statement  for 
the  area,  to  be  based  on  specific  findings  about  its  population's 
health  needs  and  resources.    To  illustrate:  a  goal  might  be  to 
control    hospital  costs  bv  reducing  excess  supply  of  pediatric 
beds  in  the  HSA  areas, in  the  light  of  a  change  in  the  demographic 
composition  of  the  population.    THE  HSP  is  to  be  submitted  annually 
to  the  Secretary  of  HEW  after  preliminary  review  and  possible 
revisions  by  the  state  agency  and  by  the  SHCC,  which  attaches  its 
comments. 

b)  The  Annual  Implementation  Plan  (AIP)  does  not,  as  its  name  implies, 
set  out  lists  of  activities  for  implementation  within  a  year.  Rather, 
it  begins  to  translate  the  HSP' s  global  goals  into  intermediate 
objectives  (e.g.,  reducing  excess  bed  supply  by  encouraging  shared 
OB,  Ped.  services  and  bed  phaseouts  in  hospitals  in  the  large  cities 
within  the  HSA).    The  AIP  must  also  be  reviewed  annually  by  the 
state  agency  and  by  the  SHCC. 

In  order  to  receive  full  designation,  the  Secretary  of  DHEW  must 
approve  an  HSA's  initial  HSP  and  AIP. 

c)  Specific  project  implementation  plans  must  also  be  developed  and 
published.  Eventually,  such  plans  may  take  the  HSP  and  the  AIP 
down  to  operational  level  (e.g.,  identifying  particular  hospitals 
where  OB.  and  Ped.  services  should  be  merged,  specifying  the  actual 
numbers  of  beds  to  be  closed,  etc.)    However,  the  Act  calls  for  no 
timetable  or  outside  reviews  of  such  plans. 
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The  HSAs  are  required  to  conduct  a  wide  range  of  reviews,  but 
their  responsibilities  are  for  the  most  part  advisory  to  the  SHPDAs. 
The  types  of  providers  subject  to  reviews  are  carefully  delimited  to 
"institutions/  defined  to  include  HMOs  as  well  as  hospitals  and  long 
term  care  facilities,  but  to  exclude  physician  partnerships,  group  or 
individual  office  practices,  and  home  care  services.    The  HSAs  have  more 
direct  authority  in  their  reviews  of  proposals  for  federal  funding  under 
the  Public  Health  Service  Act. 

a)  Reviews  of  new  institutional  services  apply  to  applications 
from  providers  under  state  certificate  of  need  and 
section  1122  programs  as  regards  new  facilities  and/or 
major  changes  in  facilities  and  programs.    Here,  the 

HSAs'  function  is  to  make  recommendations  to  the 
designated  state  agency. 

b)  Reviews  of  appropriateness  of  all  existing  institutional 
services  offered  in  the  HSA  area  are  to  be  conducted  at 
least  once  every  five  years.     Again,  HSAs  only  make 
recommendations  to  the  state  agency. 

c)  Reviews  of  needs  of  medical  facilities  in  the  area  for 
facility  modernization,  construction  and  conversion  also 
result  in  recommendations  to  the  state  agency  about  projects 
which  will  achieve  the  purposes  of  their  HSP  and  AIP,  and 
about  priorities  among  such  projects. 

d)  Reviews  of  proposals  put  forth  by  agencies  within  the  HSA 

to  request  federal  funds  appropriated  under  designated  Public 
Health  Service  Acts  that  relate  to  the  development,  expansion 
or  support  of  public  health  resources,  and/or  to  request  state 
allotments  of  funds  derived  from  such  designated  federal 
programs  are  followed  by  specific  approvals  or  disapprovals. 
In  addition,  HSAs  are  to  review  and  comment  (without  power  to 
approve)  federal  funding  of  various  programs  for  native 
Americans. 
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The  third  major  HSA  task  is  to  offer  specific  incentives  to  providers 
in  the  form  of  technical  assistance  and  development  money  that  may  influence 
them  to  shape  their  own  corporate  plans  to  conform  to  the  HSP,  AIP,  and 
specific  project  plans.    The  act,  in  section  1513(c)(3),  directs  HSAs  to 
establish  Area  Health  Services  Development  Funds,  and  to  assist  providers  to 
draft  proposals  to  obtain  them.    These  funds  are  to  be  provided  under  grants 
by  the  federal  government  made  under  section  1640  of  Title  XVI,  Health 
Resources  Development.*    (Following  through  the  obstetrics  and  pediatrics 
bed  example  given  to  illustrate  the  differences  between  HSP,  AIP  and  speci- 
fic project  plans,  assistance  might  be  given  to  the  affected  hospitals  to 
prepare  proposals  writing  off  capital  obligations  on  phased-out  facilities, 
to  become  a  functional  part  of  regional  perinatal  care  systems,  etc.) 
However,  Area  Health  Services  Development  Funds  may  not  be  applied  toward 
construction  or  modernization  of  facilities,  or  toward  operating  expenses. 

A  fourth  responsibility  is  for  the  HSA  to  adopt  public  positions  on 
relevant  health  issues  affecting  its  health  service  area,  based  upon  its 
plans,  and  to  stimulate  public  interest  and  support  for  implementation. 

■v.-  !-:^ment.  Apparently  responding  to  the  poor  management  and  control 
systems  revealed  by  studies  of  CHP  b  agencies  under  the  late  Comprehensive 
Planning  Act,  P.L.  93-641    and  its  implementing  regulations  and  guidelines 
specify  voluminous  requirements  and  recommendations  on  HSA  organization 
and  management.    The  variety  of  administrative  tasks  to  be  performed, 
in  addition  to  functional  tasks,  is  suggested  in  Exhibit  IV,  on  the 
Moi'oteing  page.      It  must  be  expected therefore,  that  in  addition  to  the 


*  Title  XVI,  while  not  related  directly  to  the  scope  of  our  discussion, 
offers  considerable  potential  for  health  system  development,  as  it  assists 
states  and  their  political  subdivisions  and  public  and  private  entities 
to  procure  grants.    In  addition  to  funding  HSAs1  Area  Health  Services 
Development  Funds  (under  Part  F),  title  XVI  provides  assistance  (under  Part 
C)  for  construction  and  modernization  of  both  inpatient  and  outpatient 
facilities  (pending  state  agency  findings  for  the  need  for  such  facilities), 
and  for  elimination  of  safety  hazards  or  noncompliance  with  licensure  (under 
Part  D).    States  and  their  political  subdivisions  may  apply  for  Part  D 
project  funding,  together  with  nonprofit  entities  which  have  been  delegated 
one  or  more  governmental  responsibilities. 
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EXHIBIT  IV:    HEALTH  SYSTEMS  AGENCY  OF  NORTH  CENTRAL  CONNECTICUT 
FUNCTIONAL  AREA/PERSONNEL  AGENCY  ORGANIZATION  CHART 
ACTIVITIES/POSITIONS/ASSIGNMENTS 
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planning,  review  and  resource  development  activities  we  have  described,  a 
substantial  proportion  of  agency  staff  time  and  energies  will  be  devoted  to 
management  system  paperwork,  maintaining  records  for  public  inspection, 
convening  meetings  of  required  committees  and  recording  their  proceedings, 
notifying  affected  parties  about  reviews,  and  preparing  reports  to  state  and 
federal  agencies. 

The  State  Health  Planning  and  Development  Agency  (SHPDA).    Administration  of 
planning  and  regulatory  functions  at  the  state  level  is  spelled  out  within 
the  framework  of  a  contractual  agreement  between  DHEW  and  state  government, 
after  the  governor  designates  a  single  state  health  planning  and  development 
agency  and  DHEW  is  satisfied  that  this  agency  will  carry  out  the  functions 
specified  in  the  act.    An  exception  procedure  allows  governors,  with  DHEW 
approval,  to  assign  responsibility  for  carrying  out  specific  planning  and/or 
regulatory  functions  to  more  than  one  agency  of  state  government. 

DHEW  is  empowered  to  make  grants  to  the  states  covering  up  to  75 
percent  of  the  cost  of  their  SHPDA  operation.    However,  costs  cannot  be 
accurately  predicted,  given  the  new  functions  states  are  being  asked  to  per- 
form.   For  fiscal  year  1977,  Congress  appropriated  $24.4  million.  A 
preliminary  analysis  by  the  Health  Planning  Consortium  of  the  Governors 
Conference  of  1975  state  health  planning  expenditures  suggests  that  this  sum 
will  not  be  sufficient  to  maintain  previous  proportions  of  federal /state 
cost  sharing.    "States  are  accustomed  to  supporting  between  39  and  45  percent 
of  the  cost  of  health  planning  at  the  state  level.  [Under  the  new  law].  .  . 
they  will  be  asked  to  support  more  than  50  percent  of  the  burden."  (Conner, 
1976:  50.) 

Many  detailed  conditions  are  imposed  governing  the  operation  of 
the  state  agency.    It  must  demonstrate  its  capability  to  meet  them  by 
submitting  a  state  administrative  program  which,  among  many  other  elements, 
must  contain  evidence  that  the  state  law  gives  it  authority  to  carry  out  the 
functions  required  in  the  federal  law,  and  that  those  functions  will  be  per- 
formed in  accord  with  federal  procedures  and  criteria  specified  in  the  act 
and  its  ensuing  regulations.    These  include  open  meetings,  and  full  public 
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disclosure  of  records  and  data. 

As  of  January  1977,  48  state  agencies  had  been  conditionally 
designated  and  funded  (U.S.,  DHEW,  HRA,  1976a:  2);  by  January  1978, 
al 1  had  been. 

Functions.    The  several  functions  of  the  state  agency,  spelled 
out  in  section  1523  of  the  act  include:  developing  several  types  of 
health  plans;  administering  a  state  certificate  of  need  program; 
serving  as  the  designated  planning  agency  for  the  state  for  the  pur- 
poses of  section  1122  reviews;  conducting  reviews  as  to  the  appropriate- 
ness of  existing  institutional  health  services,  and  publishing  findings. 

1.  Plan  Development.  The  state  agency  is  required  to  develop  two 
plans : 

a)  A  preliminary  state  health  plan  (SHP)  is  to  be  prepared  and 
revised  annually,  based  on  the  HSPs  of  the  HSAs  within  the 
state,  revised  "to  achieve  their  appropriate  coordination 
or  to  deal  more  effectively  with  statewide  health  need." 
(Section  1523  (a)(2)).  This  plan  is  submitted  to  the 
Statewide  Health  Coordinating  Council  for  final  approval. 

b)  A  state  medical  facilities  plan  (SMFP)  is  to  be  based  on 
an  inventory  of  existing  medical  facilities,  a  survey  of 
need,  and  consideration  of  HSA  recommendations.  It  sets 
forth: 

-  the  number  and  type  of  medical  facility  beds  and  medical 
facilities  needed  to. provide  adequate  inpatient  care,  and 
a  plan  for  their  distribution  throughout  the  state; 

-  number,  type  and  distribution  of  outpatient  and  other 
medical  facilities  needed  to  provide  adequate  public 
health  services  throughout  the  state; 

-  the  extent  to  which  existing  medical  facilities  in  the  state 
are  in  need  of  modernization  or  conversion  to  new  uses. 
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2.  Certificate  of  need  regulation  is  to  be  developed  and  adminis- 
tered in  a  program  acceptable  to  DHEW.    It  is  based  on  reviews 
of  new  institutional  health  services  proposed  to  be  offered 
within  the  state.    After  considering  HSA  recommendations, 

the  SHPDA  makes  findings  as  to  the  need  for  such  services. 
The  states  have  considerable  latitude  in  choice  of  enforce- 
ment mechanisms.    These  may  include  delicensing,  fines  or 
injunctions. 

3.  Section  1122  administration.    The  SHPDA  also  serves  as  the 
designated  agency  of  the  state  for  the  purposes  of  section  1122 
of  the  Social  Security  Act  if  the  state  has  made  an  agreement 
with  DHEW  pursuant  to  this  section.    HSA  recommendations  are  to 
be  considered.    When  the  state  agency  finds  that  proposed 
capital  expenditures  are  inconsistent  with  the  state  plans  and 
state  standards  and  criteria,  it  can  recommend  to  the  Secretary 
that  costs  of  interest  and  depreciation  be  withheld  for  these 
projects  in  Medicare,  Medicaid  and  Title  V  reimbursement. 

4.  Appropriateness  Reviews.    The  agency  must  conduct  periodic 
reviews,  at  least  every  five  years,  of  the  appropriateness  of 
all  existing  services  being  offered  in  the  state,  and 
consider  the  recommendations  of  HSA  appropriateness  reviews. 
The  findings  must  be  made  public. 

In  addition  to  these  specific  functions,  the  Act  charges  the 
state  agency  in  general  to: 

5.  Conduct  the  health  planning  activities  of  the  state  and 
implement  those  parts  of  the  state  health  plan  (SHP)  and 
the  plans  of  the  health  systems  agencies  within  the  state 
which  relate  to  the  government  of  the  state. 

6.  Assist  the  Statewide  Health  Coordinating  Council  in  review  of 
the  state  medical  facilities  plan,  and,  generally,  in  the 
performance  of  its  functions. 
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The  Statewide  Health  Coordinating  Council  (SHCC).    The  SHCC  is  a 
somewhat  anomalous  agency,  combining  advisory  and  authority  roles, 
without  clear  lines  of  accountability  either  to  the  governor's  office 
or  to  the  HSAs.    It  serves  as  an  advisory  council  to  the  SHPDA,  and  is 
apparently  designed  to  ensure  that  HSA,  provider  and  consumer  interests 
will  have  a  voice  at  the  state  level.    It  also  may  hold  certain 
putative    veto  powers  on  the  actions  of  both  HSAs  and  the  state  agency. 
Unlike  the  HSAs  and  SHPDAs,  it  does  not  receive  independent  funding 
from  the  federal  government.    Thus,  it  will  probably  rely  on  state 
agency  technical  analysis  and  staffing  as  it  conducts  its  deliber- 
ations and  makes  its  decisions  and  recommendations. 

The  governor  of  the  state  appoints  the  SHCC  members,  but  they 
elect  their  chairman.    Because  P.L.  93-641  prescribes  the  conditions 
that  determine  membership  composition  in  full  detail,  the  governor 
can  freely  choose  only  40  percent  of  the  total  members,  and  those 
from  categories  narrowly  defined  by  the  act.    At  least  60  percent 
of  the  SHCC  membership  must  derive  from  the  HSAs,  on  an  equal 
representation  basis.    Thus,  if  they  act  in  concert  they  can  control 
the  decisionmaking.    Also,  like  the  HSAs,  consumers  must  constitute 
a  majority  and,  as  with  the  HSAs,  no  more  than    one  third  of  the 
members  may  be  direct  providers. 

All  SHCC  meetings  must  be  open  to  the  public. 

Functions.    Section  1524  of  the  act  prescribes  several  major 
types  of  functions  for  SHCCs:  to  review  certain  HSA  and  state  plans; 
to  prepare  the  final  state  health  plan  (SHP)  and  to  review  HSA  budgets 
and  planning  grant  applications  to  the  Secretary  of  HEW. 

1.  HSA  Plan  Reviews.  Annually,  the  SHCC  reviews  and  coordinates 
the  HSP  and  AIP    of  each  HSA  within  the  state  and  submits  its 
comments  to  the  Secretary  of  HEW.    It  revises  HSPs  as 
necessary  to  achieve  appropriate  coordination  or  to  deal 
more  effectively  with  statewide  health  needs. 
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2.  Prepares  the  state  health  plan  (SHP)  and  revises  it  annually. 
The  SHP  is  based  on  the  revised  HSPs,  taking  into  consideration 
the  preliminary  state  plan  submitted  by  the  state  agency,  and 
after  a  public  meeting. 

3.  Reviews  the  state  medical  facilities  plan  (SMFP)  constructed 
and  administered  by  the  state  agency.    SHCC  approval  is  required 
before  the  plan  will  be  accepted  by  DHEW.    SHCC  has  the  respon- 
sibility for  ensuring  that  the  SMFP  is  consistent  with  the  state 
health  plan  it  has  prepared  on  the  basis  of  the  HSA's  HSPs. 

4.  Reviews  HSA   applications  for  planning  grants,  and  comments  to 
Secretary  of  HEW. 

5.  Reviews  and  approves  or  disapproves  any  state  plans  and/or 
applications  to  DHEW  for  federal  funding  of  specific  health 
programs .    If  the  SHCC  disapproves  the  application  or  plan, 
however,  its  decision  can  be  appealed  to  the  Secretary  of 
HEW,  via  the  governor. 

6.  Reviews  HSAs1  annual  budgets  and  funding  applications  for 
support  of  operating  program  and  area  development  program. 
Reviews  and  sends  comments  to  DHEW  on  each  HSA's  annual 
budget  request    and  funding  application. 

It  will  be  noted  that  the  SHCC's  functions  do  not  include  reviews 
of  HSA  and  SHPDA  activities  related  to  certificate  of  need,  1122,  and 
appropriateness  reviews.    Nor  does  the  act  give  the  SHCC  a  role  in  the 
state  rate  setting  demonstrations  authorized  under  section  1526.  However, 
since  SHCCs  will  review  HSAs'  Annual  Implementation  Plans,  this  responsi- 
bility will  presumably  include  recommendations  to  SHPDAs  in  respect  to 
facility  modernization,  construction,  conversion  etc.    under  section 
1513(h), and  the  priorities  they  set. 
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PHEW  Powers  Affecting  HSA,  State  Agency  and  SHCC  Functions 


As  we  have  seen,  the  federal  government  exerts  the  influence  of 
its  dollars  on  the  various  components  of  the  new  health  planning 
structure  by  establishing  national  goals  and  priority  considerations, 
by  prescribing  conditions  for  agency  designation,  and  for  initial  and 
continued  funding,  by  specifying  processes,  standards  and  criteria  in 
the  law  and  its  accompanying  regulations  and  guidelines.    It  also 
offers  various  forms  of  technical  assistance. 

While  the  Planning  Act  did  not  itself  attempt  to  formulate  a 
set  of  national  goals,  it  established  a  mechanism  for  doing  so  through 
a  new  15  member  National  Council  on  Health  Planning  and  Development 
which  is  to  issue  guidelines  by  regulation  that  must  include: 

-  standards  respecting  the  supply,  distribution  and  organization 
of  health  resources; 

-  a  statement  of  national  health  planning  goals  which  must  be 
expressed  in  quantitative  terms  to  the  extent  possible. 

Also,  the  act,  in  section  1502,  lists  ten  points  that  deserve 
priority  consideration  in  the  formulation  of  the  national  health  planning 
goals : 

(1)  The  provision  of  primary  care  services  for  medically 
underserved  populations,  especially  those  which  are  located 
in  rural  or  economically  depressed  areas. 

(2)  The  development  of  multi-institutional  systems  for  coordi- 
nation or  consolidation  of  institutional  health  services 
(including  obstetric,  pediatric,  emergency  medical,  intensive 
and  coronary  care,  and  radiation  therapy  services). 

(3)  The  development  of  medical  group  practices  (especially  those 
whose  services  are  appropriately  coordinated  or  integrated 
with  institutional  health  services),  health  maintenance 
organizations,  and  other  organized  systems  for  the  provision 
of  health  care. 

(4)  The  training  and  increased  utilization  of  physician  assistants, 
especially  nurse  clinicians. 

(5)  The  development  of  multi-institutional  arrangements  for  the 
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sharing  of  support  services  necessary  to  all  health  service 
organizations. 

(6)  The  promotion  of  activities  to  achieve  needed  improvements 

in  the  quality  of  health  services,  including  needs  identified 
by  the  review  activities  of  Professional  Standards  Review 
Organizations  under  part  B  of  title  XI  of  the  Social  Security 
Act. 

(7)  The  development  of  health  service  institutions  of  the 
capacity  to  provide  various  levels  of  care  (including 
intensive  care,  acute  general  care,  and  extended  care)  on 
a  geographically  integrated  basis. 

(8)  The  promotion  of  activities  for  the  prevention  of  disease, 
including  studies  of  nutritional  and  environmental  factors 
affecting  health  and  the  provision  of  preventive  health  care 
services. 

(9)  The  adoption  of  uniform  cost  accounting,  simplified 
reimbursement,  and  utilization  reporting  systems  and 
improved  management  procedures  for  health  service 
institutions. 

(10)  The  development  of  effective  methods  of  educating  the 
general  public  concerning  proper  personal  (including 
preventive)  health  care  and  methods  for  effective  use 
of  available  health  services. 

As  can  be  seen,  most  of  these  priorities  call  for  the  improved 
organization  of  health  services,  a  key  requirement  for  improving  their 
cost  effectiveness.    Priority  (8),  dealing  with  the  prevention  of  disease, 
would  reduce  the  costs  of  health  services  by  reducing  the  need  for  them; 
(9)  calls  for  the  development  of  information  support  essential  for  more 
sophisticated  linkage  of  health  planning,  utilization  reviews  and  reimburse- 
ment, although  it  is  most  directly  relevant  to  the  development  of  rate 
setting  programs  which  we  shall  be  reviewing  shortly. 

It  is  beyond  the  scope  of  this  paper  to  review  in  detail  the 
federal  conditions  for  designation  and  funding  beyond  what  has  already 
been  noted,    or  to  discuss  the  various  forms  of  federal  technical 
assistance.    We  will,  however,  outline  the  points  at  which  DHEW  becomes 
involved  in  the  planning,  regulatory  and  review  processes  of  HSAs,  state 
agencies  and  the  SHCC. 
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The  HSA.    HSAs  are  expected  to  follow  the  processes  outlined  in  the  act 
and  in  subsequent  guidelines  and  recommendations  as  they  construct  their 
HSPs  and  AIPs.    Full  designation  of  an  HSA  will  not  be  given  by  the 
Secretary  until  after  the  initial  HSA  and  AIP  have  been  reviewed  at 
DHEW. 

Federal  law,  regulations  and  guidelines  will  also  specify  the 
nature  of  HSA  plans  and  its  review  processes  for  certificate  of  need, 
1122  reviews,  appropriateness  reviews  and  program  reviews.    As  of  January 
1978,  only  the  CON  regulations  had  been  issued. 

Finally,  upon  request  of  the  applicant,  DHEW  reviews  program 
funding  applications  that  HSAs  and/or  SHCCs  have  disapproved,  and 
may  make  federal  funds  available  notwithstanding  these  disapprovals. 
However,  the  governor  of  the  state  must  approve  the  applicant's  appeal 
before  DHEW  will  act. 

DHEW  holds  the  power  to  approve  or  disapprove  each  HSA's  annual 
budget,  and  to  withdraw  designation.    It  prescribes  HSA  performance 
standards  and  establishes  a  reporting  system  to  permit  continuous 
program  review  of  structure,  operation  and  performance.    On  this 
basis,  each  HSA  is  evaluated  every  three  years. 

The  State  Agency.  In  order  not  to  interfere  with  the  sovereign  rights 
of  states,  the  act  avoids  direct  federal  control  of  state  agencies. 
However,  as  we  have  seen,  as  a  condition  of  designation  and  of 
continued  funding,  the  agency  must  follow  the  act's  provisions  and 
subsequent  regulations  and  guidelines  governing  the  nature  of  its 
health  plans,  its  health  planning  process  and  its  process  of  review 
for  certificate  of  need  for  new  institutional  services  and  of  the 
appropriateness  of  existing  services.    In  addition,  DHEW  will 
establish  performance  standards  for  state  agencies,  and  a  reporting 
system  to  be  used  in  periodic  evaluations. 

SHCCs.  Except  for  prescribing  in  detail  the  nature  of  its  membership, 
DHEW  has  relatively  few  powers  relating  to  the  SHCC.    It  reviews  their 
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comments  on  HSA  plans,  it  reviews  their  state  health  plan  (SHP)  and,  as 
noted  above,  resolves  appeals  from  SHCC  decisions  re  applications 
submitted  by  the  state  for  federal  funds  under  the  various  public 
health  programs. 

The  Relation  of  New  Institutional  Services  and  Appropriateness  Reviews 
To  Planning 

The  Planning  Act  and  its  subsequent  regulations  on  reviews  of 
new  institutional  services  issued  in  January  1977,  express  the  intent 
that  certificate  of  need  and  section  1122  reviews  of  applications  from 
providers  of  health  services  take  into  consideration  how  each  proposed 
project  would  fit  into  the  short  and  long-range  health  plans  for  the 
area  in  which  the  institution  is  located,  as  embodied  in  the  HSPs,  AIPs, 
state  plan  and  the  state  medical  facilities  plan.  Presumably, 
forthcoming  regulations  for  appropriateness  reviews  will  follow  suit. 
However,  unlike  the  case  of  the  HSAs,  the  structure  does  not  necessarily 
place  plan  development  and  project  review  responsibilities  in  the  same 
agency  at  the  state  level,  as  might  appear  important  to  assure  such 
coordination  of  purpose.    Ideally,  this  linkage  will  be  expressed  in 
review  approvals  and  disapprovals  that  are  completely  consistent  with 
planning  objectives.    If,  in  addition,  the  decisions  of  rate  programs 
were  also  to  become  consistent,  hospitals,  nursing  homes  and  other  insti- 
tutional providers  would  begin  to  receive  unequivocal  messages  as  to  what 
services  their  communities  wanted  them  to  provide  and  were  willing  to 
endorse  for  new  capital  financing  and/or  for  payment  by  third  parties  and 
self-pay  patients.    The  result  might  be  movement  toward  overall  goals  of 
improving  system  efficiency. 

However,  the  nature  of  the  structures  established  under  P.L.  93-641, 
and  certain  of  its  provisions,  as  well  as  the  generic  nature  of  certi- 
ficate of  need  regulation,  may  also  work  against  the  coordination  of 
specific  review  activities  with  the  plans  that  HSAs,  SHPDAs  and  SHCCs 
develop. 
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First,  the  very  complexity  of  the  organizational  structures  and 
the  variety  of  plans  mandated  by  the  law  militate  against  their  smooth 
articulation.    And,  as  one  hospital  official  we  interviewed  observed:  "The 
more  complicated  the  structure  of  review  and  regulation  becomes,  the  easier 
it  is  to  find  loopholes." 

Second,  reviews  of  new  institutional  services  have  already  been  on- 
going in  all  but  a  few  states  for  some  time.    These  state  programs  already 
have  their  own  well-defined  goals  and  objectives,  implicit  as  well  as 
explicit.*   The  extent  to  which  they  will  in  fact  modify  their  own  program 
purposes  to  incorporate  national,  HSA,  and  even  their  own  SHPDA  goals  and 
objectives  remains  to  be  seen.    The  fact  that  HSAs  are  organized  to  be 
accountable  to  DHEW  rather  than  to  state  government  is  not  likely  to 
enhance  the  credibility  of  the  HSA  plans  with  state  regulators. 

Third,  and  perhaps  most  important,  is  the  difference  between  health 
planners'  and  regulators'  range  of  activity.    Health  planners  are  respon- 
sible for  viewing  the  totality  of  the  long-range  as  well  as  short-range 
health  needs  and  services  in  their  geographic  areas,  and  are  asked  to 
seek  out  the  most  appropriate  and  least  costly  matches  between  them.  State 
certificate  of  need  reviewers,  by  definition,  can  only  react  to  specific 


*  Recent  controversy  in  Massachusetts  over  long  term  care  policy  illustrates 
the  kinds  of  conflicts  that  can  arise.    Here,  pressures  of  the  Medicaid 
program  on  the  state  budget  led  to  a  decision  by  the  executive  branch  in 
1976  to  encourage  overall  reduction  in  the  number  of  beds  in  skilled  nursing 
facilities  -  even  though  occupancy  was  running  over  95  percent.    The  reason 
was  simple:  if  the  beds  existed  they  would  be  filled  with  Medicaid  patients, 
for  whom  the  state  would  have  to  pay.    As  a  first  step,  an  immediate 
statewide  moratorium  was  imposed  on  SNF  certificate  of  need  approvals,  pending 
the  development  of  numerical  standards  for  ICF  and  SNF  bed  to  population 
ratios.  However,  at  the  same  time,  individual  HSAs  were  becoming  acutely 
aware  of  SNF  bed  shortages  in  their  areas  that  were  causing  individual  and 
family  hardship  and  unnecessarily  long  hospital  stays  while  placements  were 
awaited.    For  example,  a  one  day  statewide  survey  conducted  by  the  Massachu- 
setts Hospital  Association  in  1977,  to  which  93  percent  of  member  hospitals 
responded,  showed  276  Medicaid  patients  awaiting  placement  who  had 
accumulated  almost  11,000  "Administratively  Necessary"  days,  representing 
over  $1.5  million  for  which  the  hospitals  were  not  reimbursed  (Massachusetts 
Hospital  Research  and  Educational  Association,  1977:  1).    The  state's  policy 
was  opposed  at  an  emotional  public  hearing  in  December  1976.  The  moratorium 
was  lifted;  SHPDA  criteria  are  currently  being  developed. 
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proposals  that  designated  classes  of  institutional  providers  choose  to 
bring  before  them.    In  consequence,  planners  are  supposed  to  think 
freely  and  to  propose  innovations  in  service  delivery  while  the  state 
regulatory  body  responsible  for  certificate  of  need  administration  must 
act  narrowly  within  the  confines  of  administrative  law,  considering  each 
case  strictly  on  its  own  merits  within  the  particular  criteria  estab- 
lished to  guide  decisions. 

However,  criteria  to  define  community  "need"  are  at  best 
amorphous,  and  decisions  based  on  them  can  open  avenues  for  litiga- 
tion under  the  due  process  clause  and/or  antitrust  law.    The  natural 
tendency  of  regulators  is  to  avoid  trouble,  basing  their  decisions 
whenever  possible  on  criteria  that  are  more  easily  defensible  in  the 
courts.    How  this  will  affect  their  relation  to  the  plans  is  uncertain. 
To  the  extent  that  the  planners  themselves  are  able  to  develop 
legally  defensible  criteria,  linkage  might  be  fostered.  To  the  extent 
that  solid  criteria  are  lacking,  one  can  anticipate  the  opposite 
result. 

Finally,  the  Planning  Act  itself  does  little  to  ensure  that 
the  decisions  of  certificate  of  need  and/or  section  1122  reviewers 
favor  applications  that  conform  to  the  various  plans  developed  by 
HSAs  and  the  planning  arm  of  SHPDA.    While  the  reviewers  must  take 
the  plans  into  "consideration,"  health  plans  are  only  one  factor 
among  eleven  others  to  be  so  considered. 

Later  sections  of  the  paper  will  discuss  more  fully  these  and 
other  jurisdictional,  legal,  political  and  procedural  questions  that 
must  be  recognized  and  dealt  with  if  coordination  between  the  health 
planning  and  the  review  functions  of  the  act  are  to  work  in  tandem. 
Many  of  the  same  questions  arise  in  the  relation  of  rate  setting 
to  health  planning.    They  are  not,  however,  so  likely  to  arise  in 
the  relationship  of  rate  setting  to  certificate  of  need  regulation. 
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Rate  Setting  as  a  Complement  to  P.L.  93-641  Activities 

As  we  have  noted,  the  original  draft  of  the  1974  planning  bill 
authorized  the  DHEW  Secretary  to  enter  into  agreements  with  states 
for  regulating  the  rates  of  providers  of  health  services,  as  would 
have  been  defined  in  regulations.    Up  to  $20  million  per  year  would 
have  been  recommended  for  purposes  aimed  at  assisting  states  in  carry- 
ing out  these  purposes.    However,  as  finally  passed,  the  act  restricted 
agreements  to  a  maximum  of  six  states  which  are  performing  or  intend 
to  engage  in  rate  regulation  with  the  purpose  of  demonstrating  the 
effectiveness  of  such  regulation. 

Since  the  proposals  for  the  six  state  experiments  must  await 
the  time  when  SHPDAs  have  received  full  agency  designation,  and  since 
many  other  organizational  problems  have  had  higher  SHPDA  priority, 
none  has    as  yet  been  submitted.    However,  the  ten  states  with 
existing  rate  setting  programs  can,  if  they  wish,  independently 
coordinate  their  activities  with  those  of  the  SHPDAs  and  the  HSAs. 
Most  are  endeavoring  to  do  so,  at  least  to  the  extent  of  strengthen- 
ing their  links  to  state  certificate  of  need  programs.    In  the 
meantime,  seven  developmental  or  demonstration  programs  in  rate  setting 
have  recently  been  funded  under  Social  Security  Administration  con- 
tracts, two  of  which  are  administered  by  P.L.  93-641  SHPDAs  (California 
and  New  Jersey).* 

In  addition  to  state  rate  setting  programs,    about  25  of  the 
nation's  74  Blue  Cross  plans  and  two  state  hospital  associations  also 
administer  such  programs.    These,  too,  usually  attempt  to  establish 
some  level  of  linkage  with  state  certificate  of  need  programs. 

Most  rate  setting  programs  are  relatively  new;  except  for  a  few 
Blue  Cross  programs,  they  are  a  phenomena    of  the  1970s.    Thus,  most  of 


*  Only  one  of  the  seven  programs,  that  in  California,  represents  a  new 
venture,  the  others  build  on  existing  programs. 
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them  are  still  in  a  constant  state  of  flux  and  development.  While 
this  demonstrates  a  healthy  willingness  to  innovate,  it  also  shows 
that  no  one  model  yet  evolved  satisfactorily  copes  with  the  delicate 
problems  of  setting  rates  for  institutions  of  widely  differing 
characteristics  that  will  neither  overpay  or  underpay  them  for  the 
heterogeneous  types  and  mixes  of  services  they  render  to  their 
heterogeneous  mixes  of  patients. 

Answers  to  a  few  key  questions  will  serve  to  illustrate  the 
main  characteristics  of  existing  programs: 

-  Who  sets  the  rates?    It  can  be  an  independent  commission 
(Washington,  Connecticut,  Massachusetts  and  Maryland), 

a  state  health  department  (New  Jersey  and  New  York),  or 
some  other  agency  or  arrangement  (Rhode  Island,  Colorado, 
Arizona  and  Wisconsin). 

-  What  payers  are  covered?    Typically,  only  Blue  Cross  plans 
and,  in  some  states,  self-pay  patients.    Rate  setting 
establishes  the  Medicaid  rates  in  only  a  few  states. 
Medicare  rates  are  only  just  beginning  to  be  covered, 

and  only  in  states  with  special  SSA  contracts. 

-  What  providers  are  covered?    Hospitals  in  all  the  ten  state 
programs  and  all  the  Blue  Cross  programs;  nursing  homes  in 
an  increasing  number  of  state  programs. 

-  How  are  rates  determined?    Most  programs  employ  some  type  of 
review  of  individual  hospital  budgets,  analyzing  them  in 
relation  to  their  own  historical  costs  and  to  the  costs  and 
budgets  of  comparison  group  hospitals.    New  York  State  and 
Massachusetts  (for  its  Medicaid  program  only)  project  each 
hospital's  future  rates  through  formulas.    These  combine 
factors  of  the  hospital's  historical  base  costs,  an  inflation 
allowance  and  parameters  of  allowed  cost  increases  based  on 
averages  derived  from  comparispn  group  hospitals.  All 
programs  systematically  exclude  from  the  rates  or  budgets  any 
capital  and  operating  costs  of  services  and  facilities  denied 
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certificate  of  need  approval.    They  differ  considerably,  however, 
in  the  way  they  handle  capital  cost  increase  not  subject  to  such 
approvals,  and  in  their  practices  regarding  equity  buildup  for 
future  capital  expansions  not  yet  delineated. 

-  How  are  appeals  handled?  According  to  the  provisions  of  the  adminis- 
trative practices  acts  in  the  different  states,  usually  including 
judicial  appeal,  and,  in  many  Blue  Cross  plans,  by  binding  arbitration. 

Many  early  rate  setting  setting  programs  were  exclusively  concerned  with 
setting  the  prices  on  discrete  units  of  service  (per  diem,  daily  room  charges, 
etc.).  Today,  increasingly,  the  emphasis  is  on  establishing  rates  designed 
to  control  hospital  revenues,  i.e.,  unit  prices  adjusted  to  forecasted  and 
actual  service  volumes. 

The  power  to  regulate  hospital  rates,  charges  and/or  revenues  is  a 
component  of  overall  cost  containment  strategy  that  naturally  complements 
certificate  of  need  activities.    Both  programs  are  administered  by  state 
government;  both  are  geared  to  immediate  short-range  objectives  of  containing 
costs  of  institutional  providers,  usually  based  on  institution  by  institution 
reviews.    In  the  future,  rate  setting  may  also  complement  appropriateness 
reviews.    Depending  on  many  factors  to  be  discussed  in  later  sections  of  this 
paper,  it  could  either  complement  or  work  at  cross  purposes  to  long-range 
health  planning  objectives  set  forth  in  section  1502  priorities  that  presum- 
ably will  guide  the  state  and  HSA  plans  we  have  described. 

Relation  to  Certificate  of  Need 

Even  the  earliest  rate  setting  programs  established  links  to 
certificate  of  need  or  its  planning  precursors.  For  example,  the  Indiana 
Blue  Cross  charge  control  program,  the  nation's  first,  as  far  back  as  1961 
required    approval  from  the  then  voluntary  planning  agencies  before 
allowing  increases  in  charges  to  support  facility  expansions.    All  the 
programs  that  have  followed  continue  to  disallow  rate  increases  for  expan- 
sions disapproved  by  certificate  of  need  programs.    Even  when  the 
sanctions  imposed  by  such  programs  are  weak,  as  in  some  states,  lack  of 

support  in  the  rate  structure  discourages  outside  financing. 
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In  a  few  states,  notably  Maryland,  the  rate  setting  program  has 
sometimes  chosen  to  impose  its  own,  more  strigent  controls,  on  CON 
approved  projects.    If  the  rate  setters  find  that  the  provider's  projected 
costs  for  the  new  service  are  unreasonable  by  its  own  criteria,  it  may  set 
rates  that  underreimburse  for  them.    Such  lack  of  coordination  with  CON 
decisions,  of  course,  place  the  provider  in  double  jeopardy.    Finally,  the 
rates  established  may  not  be  designed  to  cover  the  startup  costs  of  the 
new  project,  forcing  the  institution  to  absorb  the  loss  in  other  ways. 
Such  policies  are  deliberately  pursued  by  the  Maryland  Rate  Setting 
Commission  and  the  New  York  program,  among  others. 

In  order  to  exclude  excess  costs  arising  from  underutilized  facil- 
ities, some  rate  programs,  such  as  in  Massachusetts  and  New  York,  establish 
hospital  utilization  minimums  -  e.g.,  65  percent  occupancy  for  OB  services  - 
as  a  base  for  calculating  rates.    This  forces  the  hospital  with  a  50  percent 
occupancy  either  to  absorb  the  difference  in  cost  arising  from  the  15  percent 
occupancy  difference,  or  to  close  down  its  service.    As  criteria  are  devel- 
oped to  guide  the  conduct  of  HSA  and  SHPDA  appropriateness  reviews,  rate 
setting  programs  might  also  adopt  them  as  a  basis  for  rate  calculation. 

However,  the  freedom  of  rate  setters,  like  that  of  certificate  of 
need  reviewers,  is  not  as  great  as  it  might  appear.    Typically,  both 
Blue  Cross  contracts  and  state  law  require  that  prospective  rates  be 
set  in  a  manner  that  reasonably  meets  the  costs  of  the  efficient 
provision  of  services  of  good  quality.    And  there  is  room  for  consider- 
able debate  on  definitions  of  "reasonableness,"  "efficiency"  and 
"quality."    The  approximately  25  Blue  Cross  rate  setting  programs 
cannot  exceed  the  limits  of  what  their  member  hospitals  are  willing 
to  accept  as  contract  provisions.    Enabling  laws  and  administrative 
practice  acts  impose  limits  on  the  authority  of  the  10  state  programs. 
Because  rate  setting  laws  are  relatively  new,  such  limits  are  still  being 
explored  and  determined  by  the  courts. 
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Relations  with  Health  Planning 


The  very  characteristics  that  make  state  rate  setting  programs 
potential  allies  of  certificate  of  need  programs  may  also  impede  their  nat- 
ural relationships  with  health  planners.    Besides  the  obstacles  to  a  state 
program  working  with  nonprofit  organizations  at  the  area  level,  there  also 
may  be  an  incongruence  of  objectives  with  the  planning  arm  of  the  SHPDA, 
stemming  from  basic  differences  in  purpose  and  approach.    Again,  rate 
setting  programs  are  attuned  to  very  short  range  specific  objectives  of 
cost  control  in  particular  institutional  services,  while  planners  take  a 
more  global  view.    For  example,  a  rate  setting  program  may  regard  hospital 
social  service  departments  as  a  wasteful  amenity  generating  no  revenue 
and  rendering  vaguely  defined  services  at  a  high  cost  per  client  interview. 
The  same  type  of  department  might  be  regarded  by  an  HSA  as  a  valuable 
resource  for  helping  families  care  for  chronically  ill  members  at  home 
and  on  an  outpatient  basis,  thereby  avoiding  costly  long  term  care 
institutionalization.    Similarly,  a  rate  setting  agency  might  point 
approvingly  to  the  low  per  diem  cost  in  a  proprietary  hospital  that  kept  its 
occupancy  high  and  its  average  length  of  stay  short,  while  a  sophisticated 
state  health  planning  agency  might  point  disapprovingly  to  the  unusually 
high  rate  of  simple  elective  surgery  performed  at  that  hospital,  and 
question  whether  the  low  per  diem  costs  might  add  up  to  sizeable  aggre- 
gate spending  that  was  not  necessarily  needed  by  the  community  at  all. 

To  appreciate  this  dichotomy  of  approach,  one  must  be  reminded 
that  most  rate  setting  and  rate  control  programs  were  designed  quite 
narrowly  to  control  the  unit  price  of  hospital  services;  they  were  never 
asked  to  moderate  health  care  expenditures  in  the  overall  health  system 
of  an  area.    Programs  are  deemed  successful  if  they  suppress  the  rate 
of  price  increase  below  rates  in  comparison  areas.    The  limitations 
of  this  approach,  namely  its  tendency  to  create  perverse  incentives  that 
reward  hospitals  with  possibly  unnecessary  high  volumes  of  services,  are 
now  being  recognized.    Today,  rate  setting  programs  are  trying  to  move 
towards  controls  on  overall  hospital  revenues,  and  revenue  growth,  follow- 
ing the  lead  of  the  Rhode  Island  Blue  Cross  plan  (Leco,  1976). 
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This  change  in  direction  is  not  likely  to  reduce  the  rate 
setting/planning  goal  dilemma  however.    If  fixed  revenues  do  not  meet 
actual  costs,  hospitals  are  likely  to  drop  losing  services  such  as 
mental  health  clinics,  home  care  services,  social  services,  patient 
education  programs,  emergency  rooms  and  outpatient  services  -  the  kinds 
of  programs  their  medical  staffs  value  least  and  that  health  planners 
may  value  most  because  they  often  obviate  the  subsequent  need  for 
high  cost  crisis  inpatient  care. 

Given  the  characteristics  of  present  day  rate  setting  programs, 
oriented  to  case-by-case  reviews  dedicated  to  price  and/or  revenue 
controls  in  health  institutions,  a  considerable  change  in  perspective 
will  be  required  if  the  experimental  programs  under  section  1526  are 
to  fulfill  the  requirements  there  stated.  In  prescribing  requirements 
for  such  grants,  the  Secretary  of  DHEW  is  directed  to  consider  the 
manner  in  which  a  state  should: 

create  incentives  at  each  point  in  the  delivery  of  health 
services  for  utilization  of  the  most  economical  modes  of 
services  feasible. 

If  rate  setters  are  to  learn  about  the  possibilities  for  and  costs  of 
noninstitutional  modes  of  service  and  how  to  design  incentives  for 
their  use,  they  will  need  to  forge  much  closer  relationships  with 
health  planners. 

Rate  setting  programs  can  also  make  substantial  contributions  of 
badly  needed,  timely  data  on  utilization  and  costs  of  the  institutions 
they  regulate,  both  to  certificate  of  need  programs  and  planning  bodies. 
The  section  1526  provisions  of. the  law  also  can  be  expected  to  upgrade 
the  quality  of  the  data  that  rate  setting  programs  collect  (Bauer,  1977) 
Further  discussion  of  information  sharing  will  appear  in  a  later  section 
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Congressional  Intent  to  Promote  Linkages 


Although,  as  we  have  already  noted,  the  Planning  Act  spells  out 
in  unusual  detail  the  structure  and  process  governing  each  of  its  separ- 
ate planning, review  and  regulatory  components,  as  well  as  specifying 
voluminous  requirements  for  the  management  and  performance  reports  of 
the  various  agencies  it  establishes,  it  is  strangely  silent  as  regards 
interactions  between    the  planning  and  regulatory  components,  and  between 
them  and  the  existing  rate  review  programs. 

There  was,  however,  clear  legislative  intent  to  avoid  duplication 
of  effort  between  existing  planning  agencies  and  those  it  was  about  to 
create.    Thus,  the  Senate  report  on  the  bill,  dated  November  12,  1974, 
stated  (U.S.  Senate  Committee  on  Labor  and  Public  Welfare,  1974:  49-50): 

The  Committee  is  concerned  about  the  proliferation  of  federal, 
state  and  local  planning  areas  and  agencies.    For  that  reason, 
the  bill  contains  language  directing  each  of  the  planning 
agencies  to  coordinate  its  activities  with  each  PSRO  agency, 
entities  designated  under  section  1122  of  the  Social  Security 
Act,  entities  established  by  0MB  circular  A-95,  as  well  as 
state  and  other  appropriate  health  entitites  in  the  health 
planning  agency's  health  area.    The  Committee  hopes  such 
cooperation  will  avoid  duplication  of  effort  and  facilitate 
implementation  of  health  plans.    The  agency  is  directed  to 
secure  data,  where  appropriate,  from  such  agencies  for  use 
in  its  planning  and  development  activites. 

Much  of  this  language  was  retained  in  the  final  bill.  However, 
the  avoidance  of  duplication  is  not  the  same  as  seeking  to  promote 
opportunities  for  active  interagency  cooperation  in  policy  formation,  and 
agreement  on  common  strategies  in  moves  towards  policy  implementation. 
For  example,  while  data  sharing  among  agencies  is  encouraged  with 
welcome  specificity,  this  appears  to  have  been  solely  in  line  with 
management  considerations  of  efficiency  and  cost,  rather  than  also 
viewed  as  a  communications  bridge  between  the  sharing  agencies. 

It  is  possible,  of  course,  that  those  who  drafted  the  act 
assumed  that  coordination  between  the  planning  and  regulatory  functions 
specified  in  the  act  -  and  with  the  experimental  rate  setting  programs 
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that  they  authorized—would  take  place  automatically  at  the  state  level 
if  they  merely  required  centralization  of  these  functions  in  a  single 
state  agency.    Failure  to  promote  active  linkages  may  also  reflect  the 
reluctance  of  Congress  to  address  the  difficult,  familiar  issue  of 
choice  between  checks  and  balances  versus  centralized  control  and 
administrative  effectiveness.    It  may  also  have  reflected  Congressional 
suspicion  that  the  arts  and  sciences  of  planning,  regulation  and  rate 
setting  were  not  yet  sufficiently  advanced  to  warrant  a  strengthening 
of  their  collective  powers.    While  there  was  agreement  on  the  necessity 
to  curb  rising  health  care  costs,  some  may  well  have  feared  that  the 
power  to  set  rates  might  be  employed  arbitrarily  to  override  competing 
considerations  of  the  population's  access  to  good  quality  medical  care. 

In  any  event,  one  must  conclude  that  while  many  opportunities 
for  linking  the  planning  and  regulatory  components  exist  within  the 
structures  established  by  the  act,  none  of  its  provisions  actively 
promotes  them.    Nor  do  they  actively  promote  linkages  between  HSAs, 
SHPDAs  and  SHCCs  or  between  them  and  existing  state  rate  setting  pro- 
grams.   Finally,  with  the  exception  of  PSROs,  no  systematic  consideration 
was  given  to  coordination  with  other  types  of  regulation  -  this  being 
left  to  the  discretion  of  the  HSAs,  SHPDAs  and  SHCCs. 

Cone! usion 

When  the  new  Planning  Act    is  compared  to  its  predecessor,  the 
1967  Comprehensive  Health  Planning  Act,  the  advances  are  notable.  The 
types  of  plans  called  for   and  the  processes  for  their  development  and 
review  are  no  longer  vague  and  ill-defined,  and  they  have  become  geared 
towards  the  concept  of  eventual  implementation.    The  new  HSPs  and  SHPs, 
nevertheless,  continue  a  welcome  holistic  approach,  placing  hospital  and 
long  term  care  services  planning  in  a  global  perspective  suggested  by 
federal  priorities  that  embrace  questions  of  lifestyle,  environmental 
health,  preventive  care,  service  alternatives  to  institutional  care 
and  regional ization  of  specialist  services.    All  such  plans,  in  theory 
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at  least,  are  to  derive  from  analysis  of  the  needs  of  HSA  area  popula- 
tions, based  on  health  status  indicators  matched  to  analysis  of  current 
health  resources  and  their  use. 

In  marked  contrast  to  CHP  plans,  P.L.  93-641  at  many  junctures 
requires  HSAs  and  SHPDAs  to  develop  their  plans  and  conduct  their  reviews 
in  tne  light  of  cost  impact  and  financial  feasibility  rather  than 
solely  in  twe  light  of  community  need.    Also,  unlike  the  former  "b" 
agency  and  "a''  agency  plans  [to  the  extent  that  they  were,  in  fact, 
ever  developed),  the  new  act  puts  the  force  of  state  law  back  of  plan 
implementation  through  its  ^ower  to  regulate  the  entry  of  new  institutional 
services  and  through  its  power  to  disclose  findings  about  the  appropriate- 
ness of  existing  institutional  services  in  relation  to  community  need. 
Finally,  by  including  certain  rate  setting  provisions  in  the  act,  at  least 
some  formal  recognition  is  given  to  possible  reinforcing  connections 
between  planning,  certificate  of  need  and  section  1122  regulation. 

At  the  same  time,  the  act  contains  few  direct  provisions  for 
establishing  cooperative  relationships  between  the  organizational  units 
at  different  levels  of  government  that  will  administer  the  various 
functions  of  plan  development,  review  and/or  regulation  of  institutional 
services  and  public  health  programs. 

How  likely  is  it  that  this  new  combination  of  planning,  review  and 
regulatory  powers  will  make  significant  changes  in  the  way  the  multi- 
billion  dollar  multifaceted  U.S.  health  system  organizes  itself?  This 
question  will  be  addressed  in  Part  II  through  exploration  of  two  sub- 
sidiary questions.     The  first  of  these  is  whether  the  act  as  presently 
constituted  gives  sufficiently  powerful  weapons  to  the  agencies  it 
establishes  with  which  they  can  attack  the  several  forces  that  give  the 
system  its  present  shape  and  direction.    The  second  related  question  is 
whether  the  structure  the  act  establishes  can  be  employed  to  realize 
the  potential  for  linking  its  planning  and  regulatory  approaches  in  order 
to  realize  the  full  potential  of  the  weapons  it  does  provide. 
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PART  II.    SOME  GENERAL  ISSUES 


III.  LIMITS  ON  SCOPE  AND  AUTHORITY  UNDER  THE  PLANNING  ACT 


This  section  will  review  a  few  of  the  omissions  in  the  Planning 
Act  as  presently  constituted  that  can  be  expected  to  circumscribe 
the  efforts  of  HSAs  and  SHPDAs  to  move  toward  their  announced  goals, 
even  if  and  when  they  succeed  in  linking  their  plan  development, 
project  and    program  reviews,  and  in  linking  these  with  rate  setting. 
Such  an  exercise  is  necessary  in  order  that  expectations  be  kept 
realistic.    Looking  back  to  the  first  section,  we  will  review  in  turn 
how  the  act  deals  with  or  fails  to  deal  with  the  questions  of  physician 
autonomy,  third  party  financing  and  multiple  regulations  as  these 
factors  presently  shape    the  actions  of  health  care  providers. 

Physician  Autonomy 

Physicians,  the  cornerstone  of  health  delivery,  function  totally 
outside  the  planning,  review  and  regulatory  systems  established  by 
P.L.  93-641.* 

For  example,  HSAs  and  SHPDAs  have  only  indirect  influence,  if  any, 
over  the  number,  distribution  and  specialist  training  of  the  physicians 
available  to  provide  care  for  the  populations  of  their  respective  geographic 
areas.    They  have  the  power  neither  to  attract  needed  practitioners  nor  to 
discourage  unneeded  additions.    Nor  can  anyone  require  physicians  to  take  care 
of  poor  patients,  or  patients  entitled  to  Medicare  or  Medicaid  benefits;  if 
they  choose  to  restrict  their  practice  to  affluent  self-pay  patients,  that  is 
their  privilege.  Thus,  for  example,  while  the  National  Policy  Guidelines,  to  be 
issued  by  the  Secretary  of  DHEW,  may  set  a  goal  for  reducing  infant  mortality 
rates  to  less  than  20  per  1,000  live  births  for  any  population  group  (U.S., 
DHEW,  HRA,  1976b),  the  HSA  has  no  authority  to  see  that  the  physicians  in  its 
area  will  give  prenatal  care  to  unwed  black  pregnant  girls  if  they  choose, 
instead,  to  devote  full  time  to  the  care  of  suburban  white  women.  (Health 
Service  Corps  physicians  could  potentially  provide  such  services  -  but,  so  far, 


*  Reading  the  full  text  of  act,  one  is  struck  by  the  almost  total  absence  of 
the  words  "physician"  and  "patient." 
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numbers  in  no  way  match  the  needs  for  their  services.) 

Physicians'  decisions  -  both  as  to  the  settings  where  their 
patients  receive  care  and  the  nature  and  volume  of  tests  and  treatments 
they  receive  ultimately  determine  the  lion's  share  of  the  nation's 
health  costs.    Yet  nowhere  in  the  panoply   of  planning  and  review 
activities  that  P.L.  93-641  directs  to  cost  containment  are  incentives 
or  sanctions  included  to  influence  physician  decisionmaking.    Nor  does 
the  act  require  collaborative  activities  under  PSROs  for  this  purpose. 
Instead,  both  controls  and  incentives  are  directed  primarily  to  the 
hospitals  where  physicians  take  care  of  their  more  acutely  ill  patients 
and  to  the  long-term  care  facilities  where  they  consign  their  chronically 
ill  ones.    Thus,  the  act  carries  on  the  by  now  venerable  Congressional 
tradition  of  calling  grandly  for  changes  in  the  health  care  system 
without  being  willing  to  touch  its  principal  actors. 

Most  existing  cost  control  efforts  are  already  directed  at  hospitals 
both  because  the  largest  share  of  government  spending  for  health  care  takes 
place  there  and  because,  as  Cleverley  (1977:  2)  points  out,  regulating 
a  few  thousand  institutional  providers  is  administratively  easier  than 
controlling  the  nations  hundreds  of  thousands  of  physicians  and  its  more 
than  220  million  consumers.    It  is  also  politically  safer. 

Recent  evidence  from  the  American  Hospital  Association  suggests 
that  between  1970  and  1975,  hospital  administrators,  under  pressure  to 
constrain  costs,  appear  to  have  accomplished  modest  improvements  in 
the  productivity  of  the  cost  centers  such  as  dietary  and  laundry  that 
are  subject  to  their  own  direct  control,  while  productivity  substantially 
decreased  in  most  of  the  services  and  cost  centers  in  hospitals  that  were 
under  physician  control  (Cleverley,  1977:  9).*  Unfortunately,  only  a  small 
proportion  of  cost  influencing  variables,  perhaps  25  percent,  are  predom- 
inantly under  administrator  control  (Allison,  1976:  108-110).  A 
central  issue  then  becomes  how  much  the  new  planning  agencies  and  rate 
setting  programs  should  and  can  influence  or  direct  administrators  and 

*  "Productivity"  in  professional  service  cost  centers,  usually  measured  by 
patient  day  manpower  rations,  is  a  notably  unreliable  measure,  since  the 
nature  of  the  actual  product,  medical  care,  has  been  changing  dramatically. 
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their  trustees  to,  in  turn,  influence  or  direct  their  physician  staff  to 
change  the  direction  of  their  cost  increasing  actions.    This,  of  course, 
raises  fundamental  legal  and  strategic  questions  both  about  the  autonomy 
of  institutions  and  about  the  degree  of  control  that  trustees  and  admin- 
istrators should,  or,  in  fact,  actually    can    exercise  over  the  actions  of 
their  medical  staff.    While  the  board  of  trustees  is  legally  responsible 
for  granting  physician  staff  privileges  and  for  the  conduct  of  all 
aspects  of  a  hospital's  operations,  by  law  and  condition  of  licensure 
and  accreditation,  physicians  are  solely  responsible  for  decisions 
regarding  patient  care.    Thus,  administrators  cannot  themselves  exercise 
controls  on  physicians'  admitting  and  prescribing  practices;  they  can 
only  encourage  the  kind  of  medical  staff  organization  that  imposes 
professional  self-discipline.  At  present,  there  are  few  or  no  incen- 
tives for  physicians  to  think  in  a  context  of  limited  resources.  And 
the  threat  of  malpractice  positively  inspires  defensive  actions, 
particularly  in  the  ordering  of  diagnostic  tests  and  procedures  that 
inexorably  push  up  costs. 

The  extent  to  which  the  new  planning  agencies  and  rate  setting 
programs  can  induce  hospital  boards  and  administrators  to  become  their 
middlemen  in  working  towards  goals  of  cost  containment,  while  preserving 
access  and  quality  of  care, would  appear  to  depend  in  great  part  on 
the  willingness  and  ability  of  hospitals  to,  in  fact,  assume  that  role. 

Recalling  again  Al ford's  term,  the  strength  of  corporate 
rationalists  among  board  members  and  administrative  staff  vis  a  vis 
medical  staff  appears  to  vary  considerably  from  one  hospital  to  another. 
To  a  large  degree,  we  are  told,  their  relative  strength  depends  on 
whether  physicians  are  competing  for  the  privilege  of  practicing  in 
their  hospitals,  or  whether,  conversely,  the  hospitals  are  competing 
with  each  other  for  the  physicians'  favors.    The  latter  situation  is  by 
far  the  most  common  in  community  hospitals.  They  need  the  goodwill  of 
physicians  so  that  their  beds  are  filled.    Low  admission  rates  and  low 
occupancy,  particularly  in  rate  setting  states,  result  in  reimbursement 
penalties  for  inefficiency,  and  threatens  their  solvency.  Here--as 
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indeed  in  any  hospital --an  administrator  who  pushes  too  hard  on  his 
medical  staff  quickly  finds  himself  in  the  ranks  of  the  unemployed. 

Yet  administrators,  like  other  managers,  do  not  like  to  commit 
their  institutions  to  what  they  fear  will  be  losing  propositions. 
Their  professional  reputations  and  opportunities  for  promotion  are 
after  all,  at  stake.    Nor  do  boards  of  trustees  enjoy  living  with 
deficits.    Also,  although  some  of  their  members  may  stand  to  profit 
indirectly  or  directly  from  the  growth  of  the  institution,  other 
members  -  representatives  of  industry  and  labor  unions  -  may  be  as 
acutely  sensitive  to  issues  of  rising  costs  as  are  third  party  payers. 

All  these  facts  offer  a  handle  to  would  be  external  planners 
■  *;■!>:!  regulators  if  they  are  skillful  enough  to  use  it.    During  the 
course  of  our  field  studies  we  have  encountered  several  situations 
where  hospital  administrators  welcomed  and  quietly  abetted  the 
intervention  of  certificate  of  need  reviewers  in  denying  approval  to 
projects  which  they  believed  would  be  detrimental  to  the  long  range 
interests  of  their  institution,  but  which  were  being  pushed  by  an 
influential  faction  of  their  medical  staff  to  further  their  own  profes- 
sional interests.    Similarly,  we  found  situations  where  the  process 
of  budgeting  to  meet  rate  setting  requirements  allowed  the  board  and 
administration  bo  set  in  motion  processes  whereby  physicians  in 
different  services  within  a  hospital  were  forced  for  the  first  time 
to  make  trade-offs  in  their  staff  and  equipment  requests,  within  a 
framework  of  some  overall  limit  of  dollar  increases.    The  bellwether 
Massachusetts  General  Hospital,  for  example,  has  established  a  formal 
process  for  arriving  at  such  resource  allocation  decisions. 

Given  the  existence  of  forces  for  "corporate  rationalism"  within 
hospitals,  it  is  not  impossible  to  suppose  that  hospital  trustees  may 
come  to  want  to  make  their  own  institutional  plans  fit  into  the  overall 
area  and  state  plans  HSAs  and  SHPDAs  will  develop,  if  the  types  of 
capital  and  program  projects  that  are  apt  either  to  be  disapproved  or 
welcomed  are  clearly  specified,  and  if  there  is  some  assurance  that 
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policies  will  not  be  suddenly  changed.*    The  question  becomes  whether 
they  will  have  the  power  within  their  hospitals  to  make  such  plans 
internally  acceptable. 

On  the  one  hand,  unless  planners  and  regulators  bring  sustained 
meaningful  external  pressure  to  bear,  the  forces  for  control  within 
hospitals  will  seldom  manage  to  accumulate  sufficient  power  to  counter 
the  continued  demands  of  medical    staff  for  more  and  better  support 
staff,  equipment  and  supplies.    On  the  other  hand,  if  specific  regula- 
tion and  review  procedures  are  designed  in  a  fashion  that  ignores  the 
sociology  of  internal  hospital  relationships,  they  may  well  promote 
counterproductive  responses. 

Recent  efforts  by  rate  setting  programs  to  control  costs  asso- 
ciated with  increases  in  the  volume  of  hospital  laboratory  tests,  X-ray 
and  other  ancillary  procedures  illustrate    how  regulators  could  force 
administrators  into  impossible  confrontations  with  their  medical  staffs. 
Correctly  identifying  annual  increases  in  volume  of  ancillary  services 
as  a  major  contributor  to  recent  hospital  cost  increases,  the 
Massachusetts  Rate  Setting  Commission,  during  the  course  of  a  public 
hearing  in  February  1977,  began  exploring  the  possibility  of  setting 
limits  on  such  growth.    The  following  interchange  took  place  between 
the  Commissioners  and  Sister  Laboure,  a  hospital  administrator  who 
spoke  on  behalf  of  the  state  hospital  association: 

Commissioner:    Is  it  appropriate  for  us  to  begin  to  use  regula- 
tion to  impact  on  the  delivery  of  increased  volumes 
of  ancillary  services? 

Laboure:  We  feel  that  you  can't  have  an  impact  unless  you 

work  with  the  medical  societies,  and  reeducate 
physicians.    At  the  Massachusetts  Hospital 


*  The  changing  trends  toward  expansion  of  ambulatory  services  in  hospi- 
tals rather  than  towards  expansion  of  inpatient  services  indicates  that 
the  signals  that  planners  and  economists  have  been  sending  to  hospitals 
in  recent  years  have  been  heeded.    Unfortunately,  the  shift  towards 
ambulatory  care  has  not  reduced  the  overall  trend  of  hospital  cost 
increases  as  analysts  had  predicted. 
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Association  we're  trying  to  develop  diagnosis 
specific  protocols  for  ancillary  services. 

Commissioner:    But  how  would  you  preclude  a  physician  from 
exceeding  the  protocol? 

Laboure:  You  can't.    You  have  to  start  with  reeducation, 

because  you  cannot  prohibit  a  physician  from 
prescribing  a  test. 

Commissioner:    When  you're  dealing  with  a  hospital  you're  talking 
about  a  collective  enterprise.    It's  not  enough  to 
say  "it's  the  doctors'  fault."  What  about  limiting 
privileges  for  chronic  over-abusers  of  ancillary 
services? 

Laboure:  I  think  such  an  approach  is  too  simplistic. 

One  suspects  that  respect  for  her  order  and  habit  may  have  modulated  the 
response  the  good  sister  might  otherwise  have  made. 

The  reaction  from  hosnitals  to  regulation   that  does  not 
take  the  realities  of  hospital  functioning    into  account  can  only  be 
expected  to  call  forth  hostile,  defensive  responses.    For  example,  in 
Connecticut,  where  in  1976  the  rate  setting  commission  did  indeed  impose 
limits  on  the  increase  in  ancillary  services  it  would  recognize  for  the 
purpose  of  calculating  increases  in  hospital  annual  budgets ,  30  of  the 
state's  35  hospitals  brought  suit  against  the  commission,  and  several 
bills  are  currently  before  the  legislature  to  reorganize  the  commission 
itself  and  to  replace  its  executive  director.    More  serious,  perhaps, 
from  the  point  of  view  of  accomplishing  long  range  system  change,  under 
circumstances  of  external  threat,  trustees,  administrators  and  physicians 
can  be  expected  to  consolidate  forces.    This  weakens  former  efforts  at 
internal  corporate  controls  on  the  proclivities  of  certain  specialists 
who  may  be  pushing  for  duplicative  high  technology. 

In  short,  a  major  challenge  to  HSAs,  SHPDAs  and  rate  setting 
programs  in  working  towards  their  objectives  of  improving  the  cost 
effectiveness  of  health  services  delivery  will  be  whether  they  can 
conduct  their  pre-review  and  review  activities  in  a  manner  that  will 
command  the  attention  and  respect  of  hospital  boards  and  administrators 
and  that  will  then  strengthen  their  hand  in  their  dealings  with  their 
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medical  staffs.*   The  external  reviewers'  attempts  to  restructure  hospital 
incentives  towards  a  cost  containment  context  will,  under  the  best  of 
circumstances,  be  extraordinarily  difficult.    They  are  faced  with  the  fee 
for  service  system  of  physician  payment  that  encourages  high  utilization, 
with  a  long  tradition  of  medical  training  in  which  the  cost  implications  of 
alternative  diagnostic  and  treatment  modalities  rarely  enter  into  decision- 
making, and  with  a  custom  in  hospitals  of  charging  for  ancillary  services 
at  higher  than  cost  to  subsidize  nonrevenue  producing  or  loss-producing 
departments.    The  planners  and  regulators  task  will  be  lightened,  however, 
to  the  extent  that  they  appreciate  the  interplay  of  contending  forces  within 
medical  staffs,  and  among  hospital  boards,  and  can  forge  alliances  with 
professional  and  lay  leadership  committed  to  cost  saving  measures  such  as 
strict  internal  controls  on  unnecessary  surgery,  iatrogenic  conditions, 
regional ization  of  tertiary  care  services,  and  restraints  on  acquisition 
of  duplicative  high  technology  services  and  equipment. 

Greer's  recent  study  of  adoption  of  medical  technology  in  Milwaukee 
hospitals  shows  that  the  forces  influencing  change  within  hospitals  are  far 
more  complex    than  most  commentators  have  heretofore  suggested  (Greer,  1977). 
She  concludes: 

Hospital  adoption  of  new  technologies  is  explained  by  most 
hospital  administrators  and  health  system  observers  as  a  conse- 
quence of  physician  pressure.    The  physician's  leverage  is  held 
to  lie  in  his  ability  to  extract  from  the  hospital  the  patients 
without  whom  the  hospital  may  not  survive.    Our  interviews  do  not 
support  this  view.    Rather,  they  suggest  that  community  physicians 
are  bound  to  their  local  practices  and  their  local  hospitals  by 
the, nature  of  medical  organization  and  by  their  own  life  style 
preferences.    The  specialist  who  depends  upon  referrals  for  his 
practice  is  somewhat  more  mobile,  but  less  mobile  than  one  might 
expect.    Physician  fiefdoms  and  constraining  referral  networks 
also  limit  the  specialist's  bargaining  ability. 

The  view  that  the  purchase  of  equipment  is  directed  to 
attracting  and  retaining  physicians  is  probably  an  overly  ration- 
alized, overly  specific  statement  of  a  generalized  assumption  that 


*  Comments  on  hospital  boards  of  trustees  and  administrators  as  "corporate 
rationalists"  apply  equally  to  the  corporate  structure  that  organizes  group 
practice  prepaid  HMOs,  but  not  to  independent  practice  HMOs. 


-55- 


the  hospital  administrator,  like  the  others  who  work  at  the 
hospital,  are  there  to  serve  the  physicians.    The  administrator 
who  is  doing  a  'good'  job  is  not  only  responsive  to  the  requests 
of  the  hospital's  physicians  but  anticipates  what  these  might  be. 
.  .  .In  fact,  the  administrator  has  a  career  interest  in  expanding 
services  and  technology  in  his  hospital.    He  also  has  an  interest 
in  being  an  administrator  physicians  like.  .  .  .Thus  a  situation 
comes  about  where  physician  pressure  is  unnecessary. 

However,  where  regulators  succeed  in  pushing  through  controls  on 
hospitals  that  physicians  perceive  will  adversely  affect  their  interests  in 
other  ways,  the  long  run  consequences  may  still  run  counter  to  cost  contain- 
ment goals.    By  failing  to  include  physicians  or  physician  group  offices, 
the  Planning  Act  opens  the  door  wide  for  responses  designed  to  transfer 
services  and  equipment  outside  the  aegis  of  such  internal  hospital  control 
systems  that  do  exist.    Recent  attempts  by  health  planners  to  limit  the 
purchase  of  C/T  scanners  through  certificate  of  need  denials  illustrate 
the  problem;  an  unknown  but  rapidly  growing  number  of  orders  for  this 
equipment  is  coming  from  private  physicians.    They  may  either  lease  the 
equipment  back  to  the  hospitals  where  they  are  practicing,  circumventing 
certificate  of  need  controls,  or  simply  install  it  in  their  own  separately 
organized  free  standing  facilities.    Hopefully,  these  loopholes  will  be 
closed  in  forthcoming  ammendments  to  P.L.  93-641. 

Other  examples  of  physician  runaway  costs  include  the 
increased  trend  towards  independent  radiology,  pathology,  and 
anesthesiology  physician  partnerships  in  response  to  rate  setting 
commission  pressure  on  hospitals  to  hold  down  the  salaries  of 
hospital  based  physicians.    Free  standing  renal  dialysis  centers, 
Medicaid  mills  and  for-profit  testing  centers  also  take  physicians  out 
of  the  existing  economic  and  professional  control  systems  developed 
painstakingly  over  the  course  of  many  years.    Should  the  practice 
of  medicine  become  increasingly  divorced  from  such  controls,  one  may 
reasonably  speculate  that  total  health  care  expenditures  could  go 
into  yet  another  major  upward  spiral  in  response  to  new  physician 
investments  in  the  brick  and  mortar,  high  technology  equipment  and 
professional  and  technical  support  services  of  newly  burgeoning 
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"non-institutions. " 

In  short,  the  limited  scope  of  P.L.  93-641,  dictated  by  obeisance 
to  the  political  realities  of  physician  power  noted  earlier,  may  have 
unintended  consequences  that  might  in  the  end  defeat  the  major  Congres- 
sional purposes. 

Planning  Divorced  from  Financing 

The  second  major  limitation  on  the  scope  of  HSA  and  SHPDA  actions 
is  that  they  have  neither  a  total  sum  of  health  expenditures  for  their 
areas  to  provide  a  context  for  al locative  decisionmaking  nor  any  connec- 
tion with  the  basic  financing  arrangements  through  which  the  health 
system  is  now  supported. 

Jimmy  Carter,  in  November  1976,  declared  (Carter,  1976:64  ): 

It  is  time  for  us  to  get  back  to  the  basics.    And  the  basis  of 
any  health  care  system  is  to  care  about  people  and  to  prevent 
disease  and  injury.    In  recent  years,  we've  spent  about  40 
cents  out  of  every  health  dollar  on  hospitalization,  making 
this  the  first  line  of  defense  instead  of  the  last.    Yet  we've 
spent  only  3  cents  on  disease  prevention  and  control,  less 
than  half  a  cent  on  health  education,  and  one  quarter  of  a 
cent  on  environmental  health  research. 

Were  SHPDAs  and  HSAs  to  agree  that  shifts  in  these  spending  proportions 
should  take  place,  they  would  be  powerless  to  make  them.    At  the  most, 
the  certificate  of  need,  section  1122  and  appropriateness  reviews 
mandated  in  the  Planning  Act  might  have  some  deterrent  effect  on  the 
increments  of  new  facility  and  new  program  spending,  or  might  encourage 
the  phaseout  of  some  institutional  beds.    They  are  utterly  powerless  to 
accomplish  drastic    realignment  of  spending  among  different  types  of  care  . 
HSAs  could,  it  is  true,  channel  the     Area  Health  Service  Development  funds 
to  the  development  of  preventive  care,  health  education  or  alternative  care 
services.    However,  if  the  operating  costs  of  such  services  are  to  be 
met,  means  of  continuing  support  must  be  found  elsewhere  -  from 
changes  in  the  benefit  packages  of  major  insurers  and  government  pro- 
grams, from  federal  funding  or  from  some  other  source.    While  links  to 
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rate  setting  programs  can  help  by  allowing  internal  cross-subsidization 
within  hospitals  to  help  support  alternative  care  services  that  are 
hospital -based,  such  programs  rarely  have  jurisdiction  over  services 
outside  of  hospitals.* 

Thus,  while  health  system  plans  and  state  health  plans  may 
consider  the  national  priorities  spelled  out  in  section  1502  of  the 
planning  law,  many  of  which  might  well  lead  to  a  more  cost  effective 
system,  without  ties  to  the  basic  financing  mechanisms  of  third  party 
payers.,  governmental  and  private,  the  P.L.  93-641  agencies  cannot  offer 
financial  incentives  that  might  translate  such  planning  priorities 
into  actual  practice. 

Fragmented  Regulatory  Activities 

A  third  major  limitation  in  the  scope  of  P.L.  93-641,  the  failure 
to  specify  coordination  of  the  act's  planning,  review  and  regulatory 
mechanisms  with  other  ongoing  review  and  regulatory  activities,  has 
already  been  noted.    Issues  concerning  linkage  with  rate  setting 
programs  are  dealt  with  in  this  and  succeeding  papers  under  this 
project;  however,  linkage  with  PSRO  reviews,  and  state  licensing  and 
certificate  functions  may  be  just  as  important,  if  not  more  so. 

(See  Butler,  Parker,  et  al_. ,  1977:  67-78).    Interchange  of  both 
information  and  recommendations  from  such  agencies  would  appear 
to  be  essential  for  the  conduct  of  HSA  and  SHPDA  appropriateness 
reviews,  in  particular.       Furthermore,  coordination  of  other  state 
and  federal  regulatory  activities  affecting  hospitals  would  seem  to  be 
equally  important  for  purposes  of  policy  direction  and  cost  containment. 
This  appears  unlikely  to  happen  unless  at  federal  direction.  The 


*  The  Massachusetts  Rate  Setting  Commission  is  an  exception.    It  has 
the  authority  to  establish  Medicaid  rates  in  neighborhood  health 
centers,  HMOs,  clinical  laboratories  and  services  delivered  in 
several  other  settings. 
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present  confusion  not  only  adds  to  hospital  costs  and  the  costs  of  regu- 
lation, but  may  also  militate  against  cost   control  efforts.  Dowling 
observes  0976): 

No  state    has   a  truly  comprehensive,  cohesive  regulatory 
program  at  this  time.    In  part,  this  may  stem  from  an  unwill- 
ingness of  states  to  face  up  to  the  effect  of  their  own 
decisions  granting  certificate  of  need,  or  raising  licensure 
standards,  or  expanding  Medicaid  eligibility  and  services 
on  costs  and  hence  on  rates.  .  .  .  Some  prefer  the  problems 
caused  by  multiple,  uncoordinated,  often  conflicting  regula- 
tory and  payment  programs  to  the  centralization  of  programs 
and  hence  power  in  a  single  agency. 

Other  Limitations  and  Exclusions 

Besides  the  constraints  we  have  already  noted,  HSAs  and  SHPDAs 
also  lack  influence  on  many  other  manpower  and  service  components  of 
the  health  system  they  are  charged  with  planning. 

Just  as  P.L.  93-641  fails  to  deal  with  the  question  of  physician 
autonomy,  it  also  makes  no  change  in  the  present  system  of  controls  and 
lack  of  controls  on  all  other  types  of  health  manpower.    Decisions  on 
supply  and  distribution  continue  to  be  made,  not  on  the  basis  of 
explicit  service  needs  of  given  populations,  as  might  be  enunciated 
through  SHPDA  and  HSA  plans,  but  on  the  basis  of  the  interacting  deci- 
sions of  educational  institutions,  licensing  and  accrediting  organizations 
responding,  usually,  in  an  untimely  fashion,  to  market  forces. 

Similarly,  the  act's  definition  of  health  care  services  to  be 
covered  in  reviews  as  interpreted  in  regulations,  omits  other  pieces  of 
the  structure.    Thus,  for  example,  in  some  areas  of  the  country  at  least, 
the  exclusion  of  federal  hospitals  from  the  HSA  and  SHPDA  review  processes 
may  prove  counterproductive  to  the  achievement  of  HSA  cost  containment 
goals.    The  director  of  Maryland's  rate  setting  commission,  for  example, 
has  for  years  vainly  tried  to  halt  the  construction  of  a  new  $87  million 
veterans  hospital  in  already  overbedded  Baltimore.    Besides  creating 
occupancy  problems,  higher  salaries  in  federal  installations  often  push 
up  the  local  cost  of  health  care.    They  may  also  create  manpower  shortages 
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Finally,  when  decisions  on  long  term  care  facilities  are  made, 
omission  of  home  care  services  and  domiciliary  care  facilities  from 
the  determination  of  need  process  may  discourage   active  consideration 
of  alternative  settings  for  patients  who  only  require  supportive 
services. 

Conclusion 

Despite  the  detailed  processes  for  developing  health  plans  and 
for  conducting  reviews  of  institutional  services  that   P.L.  93-641  sets 
forth,  it  excludes  from  the  purview  of  the  agencies  it  creates  many 
key  elements  that  currently  determine  the  way  the  U.S.  health  system 
actually  operates.    In  particular,  physicians  and  other  health  profes- 
sionals continue  to  function  just  as  autonomously  as  before,  the  basic 
way  the  system  is  financed   continues  unchanged  and  the  new  review  and 
regulatory  functions  prescribed  by  the  act  are  simply  superimposed  on 
the  existing  complicated  regulatory  structure,  not  integrated  with  it. 

Given  all  these  handicaps,  it  would  be  unfortunate  if  Congress  and 
DHEW  expected  quick  positive  outcomes  from  the  planning  agencies  in  terms 
of  the  national  priorities  set  forth  in  the  law,  and  significant  modera- 
tion of  the  rising  costs  of  institutional  services.    Since  the  changes 
from  previous  planning  and  regulatory  approaches  have  been  only  relatively 
minor  and  incremental  ones,  the  impact  that  HSAs  and  SHPDAs  make  will  also 
probably  be  relatively  minor  and  incremental  up  to  such  time  as  a  major 
change  takes  place  in  financing,  such  as  a  comprehensive  national  health 
insurance  program,  or  links  to  interim  cost  control  legislation. 

The  very  lack  of  power  of  P.L.  93-641  agencies  to  make  direct, 
positive  changes  in  the  system  requires  that  they  piggyback  on  the 
powers  of  others  to  the  maximum  extent  possible.    Progress  towards 
goals  of  access,  quality  and  cost  containment  that  are  affected  by 
physician  decisionmaking  will  depend  in  large  part  on  the  willingness 
of  hospital  corporate  rationalists  to  play  a  constructive  part  in 
the  effort,  since  their  actions  influence  the  supply  and  distribution 
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of  physicians  within  a  geographic  area  and  since  they  e^ert  at  least 
a  modicum  of  influence  on  physician  practice  within  their  walls. 
This  suggests  that  both  HSAs  and  SHPDAs  need  to  exert  special  efforts 
to  interpret  the  needs  and  requirements  of  the  broader  population  to 
hospital  trustees  and  administrators  to  elicit  their  cooperation  in 
implementation,  and  that  the  processes  of  institutional  reviews  and 
rate  setting,  to  the  extent  possible  under  constraints  of  law,  consis- 
tently relate  specific  decisions  on  their  proposed  projects  or  existing 
services  to  the  plans  that  have  been  developed.    For  :his  to  happen 
requires  coordination  of  policies  and  strategies  among  the  various 
agency  units  charged  with  planning,  review,  and  regulatory  functions. 

Progress  towards  cost  containment  that  depend:  on  the  types  of 
improved  organization  of  services  to  which  Congress  gave  priority  in 
P.L.  93-641  will  depend  on  the  success  of  HSAs  and  jHPDAs  in  working 
with  local  third  party  payers,  such  as  Blue  Cross  plans,  on  the  diffi- 
cult problems  surrounding  principles  of  reimbursement  and  benefit 
structures,  but  changes  in  federal  program  financing  must,  of  course, 
await  Congressional  action.    Until  more  fundamental  reforms  are  made, 
bringing  rate  setting  programs  into  a  common  policy  and  strategy 
framework  is  essential  for  the  purposes  of  all  parties. 

In  the  following  section  we  will  review  some  aspects  of  the 
Planning  Act's  network  of  structures  that  appear  both  to  favor  and  to 
constrain  the  development  of  such  common  policies  and  strategies. 
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IV.  ISSUES  ARISING  FROM  THE  P.L.  93-641  ORGANIZATIONAL  STRUCTURE 

In  an  ideal  world,  the  nature  of  the  policies  to  be  pursued  would 
dictate  the  locus  and  the  character  of  the  organizational  structure  within 
which  decisionmaking  would  take  place  to  implement  that  policy.    In  the 
real  world  this  seldom  happens.    Thus,  the  1974  Planning  Act  had  to  spell 
out  the  agency  structure  through  which  the  policies  to  be  embodied  in 
health  system   plans  and  state  health  plans  would  eventually  be  produced 
and  through  which  th*  various  review  and  regulatory  functions  would  then 
be  carried  out. 

In  so  doing,  the  Congressional  sponsors  sought  to  provide  channels 
of  communication  that  would  allow  the  particular  needs  and  characteristics 
of  the  geographic  regions  represented  by  the  HSAs  to  be  taken  into  account 
in  state  plans  and  instate  reviews  of  their  institutional  services.  And, 
through  its  specif  icatons  of  the  membership  composition  of  HSA  governing 
bodies,  Congress  contirued,  extended  and  strengthened  the  concepts  and 
processes  of  voluntary  participatory  health  planning  that  had  first 
emerged  in  the  United  Stites  during  the  1940s  and  1950s,  and  that  had 
then  become  officially  sanctioned  under  the  Comprehensive  Health  Planning 
programs  of  the  late  1960s  and  early  1970s. 

To  gain  the  benefits  of  such  local  participation  and  representation 
of  the  private  as  well  as  tie  public  sector  of  health  services,  however, 
tradeoffs  had  to  be  made  that  seem  bound  to  affect  the  willingness  and 
ability  of  those  who  make  hailth  plans  and  those  who  make  decisions  on 
new  institutional  services  anl  hospital  rates  to  conjoin  their  policies 
and  their  activities.    We  wil  examine  some  of  the  issues  raised  by  the 
organizational  structure  of  P...  93-641  along  two  major  dimensions  - 
the  vertical  axis  represented  ty  SHPDA,  SHCC  and  HSA  subarea  relationships, 
and  the  horizontal  axis  represented  by  relationships  within  and  among 
state  agencies. 


Relationships  Between  the  State  and  the  Health  Systems  Agencies 

The  mix  of  largely  private,  nonprofit  HSAs  at  the  area  level, 
state  government  agencies  as  SHPDAs  and  a  hybrid  of  both  government 
and  private  representation  in  the  SHCCs  sparked  notably  adverse 
reactions  from  both  state  and  local  governments  before  and  after 
the  Planning  Act's  enactment,  resulting  in  a  series  of  legal  actions. 
Since  the  law  envisioned  the  state  health  plan  as  a  composite  of  the 
individual  HSA  plans,  state  governments  have  feared  that  its  pro- 
visions would  remove  the  formulation  of  state  health  policy  from 
their  direct  control  and  might  commit  them  to  actions  they  neither 
want  to  take  nor  are  prepared  to  pay  for.    Thus,  a  report  of  the 
National  Governor's  Conference  Health  Consortium  states  (1976:  1): 

.  .  .  Though  the  law  did  speak  to  problems  definitely 
meriting  government  attention,  it  did  not  consider  states 
and  local  governments  as  equal  partners.    Instead,  it 
totally  ignored  the  political  and  structural  realities 
of  state  governments,  sought  to  establish  quasi -governmental 
health  planning  agencies  at  the  regional  level,  with 
inadequate  public  accountability,  and  mandated  that 
states  perform  impossible  missions  under  threat  of  deny- 
ing millions  of  dollars  going  to  each  state  annually  from 
various  health  and  health-related  programs. 

While  subsequent  guidelines  and  proposed  technical  ammendments  inter- 
pret the  act  in  ways  that  considerably  strengthen  the  states'  role, 
the  program  was  launched  in  an  ambience  of  state  government  resentment 
about  the  HSA  structure  that  may  dampen  willingness  to  develop 
working  linkages  beyond  those  strictly  prescribed  in  the  act. 

For  their  part,  sensitive  to  the  state  governments'  posture, 
HSAs  may  be  interpreting  any  positive  moves  by  the  state  toward 
linkage  as  evidence  of  its  desire  to  erode  their  own  autonomy.  In 
addition,  HSA  planners,  particularly  in  geographic  regions  remote 
from  the  state  capitol,  may  share  local  governments'  customary  suspi- 
cion of  state  government,  and  the  feeling  that  state  agency  staff  lacks 
interest  in  or  doesn't  understand  the  way  conditions  really  are  in 
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their  part  of  the  state.  Another  common  perception  is  that  state  agencies 
are,  on  the  one  hand,  too  influenced  by  abstract  theory,  and,  on  the  other, 
too  prone  to  yield  to  political  influence.    While  the  strength  of  such 
mutual  SHPDA/HSA  suspicion  varies  among  the  states  and  HSAs  in  which  our 
case  studies  are  being  conducted,  it  is  sufficiently  universal  to  be  a  fac- 
tor impeding  development  of  close  links  between  planning  and  regulation 
between  the  state  and  local  levels. 

The  organizational  problems  surrounding  the  development  of  such 
linkages  are,  however,  by  no  means  limited  to  those  concerning  polariza- 
tion around  government  versus  private  nonprofit  structures.  Another 
issue  stems  from  the  relative  importance  the  federal  government,  states 
and  HSAs  may  assign  to  the  often  conflicting  and  always  competing  overall 
goals  of  increasing  patient  access,  improving  quality  of  care,  and 
containing  the  costs  of  health  services. 

Different  Weightings  of  Objectives 

Ever  since  the  distribution  and  financing  of  medical  care  became 
a  public  policy  issue,  beginning  in  the  late  1920 1 s,  critics  have 
deplored  the  lack  of  an  articulated  agreed  upon  series  of  goals  and 
objectives  to  guide  development  and  change.    The  1974  Planning  Act 
sought  to  remedy  this  by  setting  forth  the  series  of  national 
priorities  quoted  earlier,  and  authorizing  the  development  of  national 
guidelines  to  be  considered  systematically  by  HSAs  as  they  draw  up 
their  own  plans.    Since  the  HSAs  are  required  to  exolain  the  reasons 
behind  any  major  differ?;  -en  their  onw  plans  and  the  national 

guidelines,  the  major  goals  enunciated  in  DHEW's  earliest  draft,  issued 
in  October  1976,  are  likely  to  be  reasonably  predictive  of  emphasis  in 
the  HSA's  first  year  plans.*     They  are  (U.S. ,  DHEW,  HRA,  1976b): 

-  Health  status  should  be  improved  in  all  parts  of  the  country 
and  among  all  population  groups; 

-  Health  promotion  should  be  extended  through  both  individual 
and  community  actions; 

*  A  subsequent  DHEW  draft,  issued  in  September  1977,  is  discussed  on 
page  130. 
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-  Every  person  should  have  access  to  emergency  and  primary 
health  care  services  and  to  appropriate,  long  term  and 
rehabilitative  services. 

-  Health  care  financing  systems  should  facilitate  accessibility 
to  appropriate  care  for  all  population  groups  and  encourage 
efficient  methods  of  providing  such  services  and  managing 
health  care  institutions. 

Specific  subgoals  and  standards  set  out  in  the  DHEW  October  1976  draft 
also  focus  on  approaches  and  measures  designed  to  enhance  the  health 
of  the  population,  e.g.,  preventive  services,  occupational  safety,  consumer 
education,  changes  in  lifestyle,  improving  patient  access  to  services,  and 
the  continuity  and  quality  of  care.    Encouraging  efficiency  of  health 
service  delivery,  while  a  clearly  stated  goal,  appears  after  the  other 
types  of  considerations.*   This  positioning  conforms  both  to  the  relative 
weights  given  to  access,  quality  and  costs  as  stated  in  provisions  of  the 
law,  and  with  the  informal  priorities  formerly  held  by  CHP  b  agencies.  The 
Lewin  and  Associates  nationwide  study  of  section  1122  and  state  certifi- 
cate of  need  programs,  for  example,  discovered  that  (Lewin  and  Associates, 
1975): 

improving  the  design  and  distribution  of  health  services  and 
facilities  are  more  pressing  local  issues  than  the  total 
cost  of  health  services  and  the  impact  of  these  costs  on 
public  and  consumer  budgets.  .  . 

To  be  sure,  another  set  of  DHEW  guidelines  to  HSAs,  written  speci- 
fically to  guide  the  development  of  their  HSPs  and  AIPs,  goes  to  some  pains 
to  single  out  the  cost  of  diagnostic  and  treatment  services  for  priority 
attention  in  the  HSA's  initial  plans  (DHEW/HRA:  1976c,  18,19): 


*  Sub-goals  in  the  draft  guidelines  that  refer  to  improving  the  effect- 
iveness of  service  delivery  include:  "heal th  care  services  should  be 
organized  in  ways  that  encourage  ambulatory  care  and  bring  together 
various  types  and  levels  of  services  in  a  comprehensive  and  efficient 
system15 (3-B) ; "heal th  care  institutions  should  be  managed  and  associated 
with  other  health  institutions  in  ways  that  further  efficiency  and 
productivity" C3-E) ; "the  effectiveness  and  safety  of  clinical  procedures 
should  be  determined  before  they  are  incorporated  into  common  practice.  .  . 
(then)  .  .  .  they  should  be  introduced  in  ways  that  enhance  economy, 
equity  and  qual ity"  (3-D) . 
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In  tKe  consideration  of  these  characteristics  Ccost,  availability, 
accessibility,  continuity,  acceptability  and  quality)  costs  should 
achieve  special  emphasis.  .  .It  is  expected  that  the  HSA,  through 
the  development  of  goals,  objectives  and  recommended  actions,  will 
place  priority  on  restraining  cost  increases.  .  .  .In  addition, 
given  the  great  pressure  of  rising  costs  of  health  care,  in  the 
first   HSP,  the  HSA  should  include  among  its  immediate  priorities 
extensive  attention  to  diagnostic  and  treatment  services  in  all 
settings  of  service  delivery. 

Nevertheless,  the  guidelines  still  charge  HSAs  to  develop  their  goals  and 
objectives  primarily  in  terms  of  the  health  needs  of  the  populations  in 
their  areas.    As  we  have  already  noted,  the  HSAs  lack  ariy  target  of  global 
health  expenditures  for  their  areas  within  which  they  might  establish 
priorities  for  spending  to  meet  the  needs  they  discover.    This  being  so, 
much  as  they  may  conscientiously  endeavor  to  consider  cost  factors,  they 
must  of  necessity  develop  plans  that  may  be  quite  unrelated  to  the 
dollars  available  for  implementation. 

On  the  other  hand,  as  entities  of  state  government,  both  certificate 
of  need  and  rate  setting  programs  are  acutely  attuned  to  the  fiscal  real- 
ities stemming  from  their  state's  role  as  purchaser  of  hospital  and  nursing 
home  services  under  Medicaid.    In  the  climate  of  1977,  this  makes  the  objec- 
tives of  cost  containment  clearly  paramount,  since  both  these  regulatory 
programs  are  accustomed  to  take  their  policy  cues  directly  from  the  governor' 
office,  to  which  their  lines  of  accountability  run.*  (State  rate  setting 
commissions,  while  more  independent,  still  depend  on  gubernatorial  and 
legislative  backing  for  their  appropriations.)  Furthermore,  their  concept  of 
effective  ways  to  contain  costs  differs  fundamentally  from  that  of  HSAs— and 
often  of  state  plan  development  offices.    While  planners  look  to  overall 
changes  in  the  organization  and  distribution  of  medical  services, 


*  State  governments  are  not  inherently  more  prone  to  pursue  cost  containment 
objectives  than  HSAs.    One  may  speculate  that  were  Congress  to  relieve  the 
states  of  their  Medicaid  burden,  and  were  it  to  give  the  HSAs  areawide 
health  budgets  within  which  to  work,  following  the  model  of  various  Kennedy 
health  insurance  bills,  HSAs  might  become  far  more  cost  conscious  than 
state  governments.    In  such  a  situation,  state  governments  might  like  to 
see  more  health  spending  -  to  supply  more  jobs,  more  hospitals  to  spur 
community  development,  etc. 
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such  as  spelled  out  in  the  section  1502  priorities,  as  a  means  to  contain 
health  expenditures,  economic  regulators  look  to  the  sum  of  their  particular 
certificate  of  need  and  rate  setting  case  decisions  as  the  means  of  control - 

State  laws  and  regulations  governing  certificate  of  need  and  rate 
setting  activities  direct  these  regulators  to  focus  narrowly  on  specific 
review  tasks  in  specified  types  of  institutions  -  in  constrast  to  the  compre- 
hensive perspective  of  population-based  health  planning.    Regulators  who 
customarily  follow  an  adjudicative  process  of  decisionmaking,  make  findings 
not  on  the  basis  of  their  overall  economic  impact,  but  in  light  of  the  narrow 
particular  merits  and  demerits  of  each  case  presented  by  each  individual  pro- 
vider.   In  reaching  these  decisions,  they  must  balance  a  series  of  considera- 
tions in  strict  conformance  with  due  process  requirements  of  their  state 
laws,  as  well  as  with  P.L.  93-641  regulations  pertaining  to  review  p  ocedures.* 

Furthermore,  there  is  no  means  of  keeping  track  of  any  possible  perverse 
effects  of  either  certificate  of  need  or  rate  setting  decisions.    Thus,  for 
example,  high  salaried  radiologists,  by  definition,  increase  the  unit  costs 
of  a  hospital's  radiology  department.    Consequently,  from  a  rate  setting 
commission's  perspective,  it  is  all  to  the  good  if  such  radiologists  break 
free  of  salary  arrangements.    If  they  leave  the  hospital  for  a  free  standing 
facility  across  the  street,  even  though  they  might  earn  twice  the  income 
providing  X-rays  to  the  same  patients,  and  though  they  may  be  paid  by  the 
same  third  parties,  they  are  now,  from  the  rate  setting  program's  perspective, 
cost  free.    Similarly,  a  certificate  of  need  program  may  improve  its  score  on 
reducing  capital  expenditures  by  denying  a  long  term  care  facility's  appli- 
cation to  replace  its  heating  plant,  even  though  the  long  term  result  may  be 
higher  unit  costs  of  operation  from  greater  maintenance  costs  and  fuel  bills. 

*  The  case  by  case  adjudicative  approach,  generally  applied  in  public  utility 
regulation,  can  be  limited  to  the  extent  that  regulators  actively  employ  the 
rulemaking  process  to  establish  limits  to  their  discretion.    The  scope  of 
regulations  can  range  from  broad  to  highly  specific.    For  example,  a  rate 
setting  agency  could  specify  that  increases  in  rates  to  support  a  new  service 
would  only  be  given  if  that  service  conformed  with  priorities  set  forth  in 
a  state  health  plan.    New  York  State's  rate  settina  orocess  probably  exempli- 
fies the  most  elaborate  rate  of  rate  setting  rules  to  date.  (See  Part  86  of 
the  Commissioner  of  Health's  Administrative  Rules  and  Regulations  on 
Reporting  and  Rate  Certification  for  Medical  Facilities,  Volume  10-A  of  the 
Official  Compilation  of  Codes,  Rules  and  Regulations  of  the  State  of  New 
York,  Department  of  State.) 
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Such  types  of  actions  by  regulatory  agencies  are  entirely  to  be 
expected,  since  each  quite  naturally  pursues  program  strategies  and  decision 
rules  that  make  its  own  performance  record  look  good.    As  we  saw  earlier, 
rate  setters'  performance  has  up  to  now  been  primarily  evaluated  on  the  basis 
of  their  success  in  containing  unit  costs,  expressed  in  annual  trends  of 
increase  in  charges  or  per  diem  rates;  certificate  of  need  agencies  by  the 
number  and  dollar  volume  of  applications  they  disapprove.  Health  planners  are 
at  a  distinct  disadvantage,  since  the  savings  they  may  achieve  through  encour- 
aging regional ization,  HMO  development,  home  care  services,  etc.,  while  poten- 
tially much  larger  over  the  long  run,  expose  sponsors  to  greater  political 
risks,  may  take  years  to  realize,  will  rarely  be  quantifiable  -  and  will  almost 
always  entail  new  dollar  outlays  for  program  development  and  startup.* 

All  these  basic  differences  between  the  mandates,  basis  of  accountability 
and  goals  of  health  planners  and  state  regulatory  bodies  seems  bound  to  create 
obstacles  to  linkage. 

Credibility  of  HSA  Board  Structure 

We  found  in  our  interviews  that  most  state  officials  take  a  skeptical 
view  of  the  composition  of  HSA  governing  bodies,  holding  that  consumer 
members  have  no  investment  in  the  consequences  of  their  review  decisions,  while 
providers  have  far  too  much.    Many  outside  commentators  share  this  view.  For 
example,  Vladeck,  commenting  on  the  interest  group  representation  spelled  out 
in  the  law  and  regulations  pertaining  to  HSA  boards,  contends  that  this  almost 
ensures  bargaining,  log-rolling  and  collusive  competition  among  narrowly  defined 
special  interests,  with  interests  of  the  broader  general  public  neglected 
(Vladeck,  1977:  23).    The  role  of  consumers  is  particularly  suspect,  especially 
since  the  term  has  been  so  narrowly  defined  in  P.L.  93-641  as  to  exclude  almost 
anyone  with  formal  knowledge  or  experience  in  the  health  system.    Anne  and 
Herman  Somers  (1977a)  wrote: 

*  The  contrast  between  growth  in  health  expenditures  in  a  strictly  budgeted 
versus  an  openended  payment  system  is  evident  by  comparing  the  British  and  IbS. 
experience.    Despite  full  comprehensive  health  insurance  coverage  of  all  citi- 
zens for  all  services,  health  services  comprise  only  5.5  percent  of  the  GNP  in 
Great  Britain  and  this  percentage  has  held  steady  at  that  point  for  several 
years.    The  U.S.,  for  substantially  less  coverage,  spent  8.6  percent  of  its  GNP 
for  health  in  1976. 
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Presumably,  the  assumption  was  that  only  pure  consumers  would 
adopt  a  public  interest  perspective,  or  perhaps  an  analogy 
was  being  made  to  labor-management  collective  bargaining.  The 
experience  in  New  Jersey,  as  elsewhere,  casts  considerable  doubt 
on  the  premises  of  such  arrangements.  Consumers  are  no  less 
enthusiastic  about  the  prospect  of  more  and  better  facilities 
than  providers  -  especially  when  told  by  providers  that  it  will 
improve  access  or  quality.    Generally  they  perceive  no  direct  cost 
to  themselves  -  the  money  appears  to  derive  from  remote  sources 
like  government,  philanthropy  or  insurance  carriers. 

The  satisfaction  that  providers  express  with  the  HSA  membership  configura- 
tion has  not  been  reassuring.    For  example,  a  recent  article  in  Medical 
Economics  tells  physicians  that  they  will  have  the  say  in  facilities  control 
if  "they  play  their  cards  right."  (Eisenberg,  1975:  103.)  The  article  contends 
that  despite  the  51  percent  consumer  representation  on  the  HSA  boards: 

.  .  .You  will  find  that  the  present  split  on  boards  is  East  side 
versus  West  side,  specialism  versus  primary  care,  liberals  versus 
conservatives  -  but  almost  never  doctors  versus  patients.  .  . 
if  there  are  enough  physicians  on  (the  board),  our  expertise 
would  be  persuasive. 

One  can,  however,  take  a  more  positive  view,  and  note  a  distinct 
advance  from  the  previous  CHP  b  agency  representation.    First,  it  is  pos- 
sible that  the   sophistication  of  consumers  in  health  affairs  may  have 
increased.    Agency  boards  often  include  people  from  business  and  local 
governments  with  direct  concerns  about  the  costs  of  health  insurance  premiums 
they  must  pay  for  their  employees,  as  well  as  from  unions,  concerned  with 
the  disproportionate  share  of  their  fringe  benefits  package  that  goes  for 
protection  against  the  costs  of  care  in  acute  illness,  vis-a-vis  pension 
benefits.    In  the  course  of  our  field  visits  to  HSAs  both  in  large  cities 
and  remote  areas,  we  encountered  consumers  whose  questions  to  providers 
during  project  reviews  were  sharp,  perceptive  and  persistent,  and  who,  in 
our  interviews,  displayed  what  appeared  to  be  br^ad  understanding  of  health 
problems  and  issues  in  their  areas.    Some  consumers  proved  to  have  some 
personal  or  family  experience  with  chronic  illness  that  had  brought  them 
into  connection  with  various  components  of  the  health  system  over  some 
extended  period  of  years,  exposing  them  both  to  its  good  features  and  its 
failings.    Others  were  local  government  officials  concerned  with  escalating 
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costs  in  their  county  and  city  institutions-.    In  additions  many  of  the 
"pure"  consumers  have  had  experience  in  health  project  reviews  through 
prior  activity  such  as  with  CHP  b  agencies,  council  of  government  health 
planning  activities,  etc.    The  real  issue  may  become  whether  HSAs  can 
retain  the  interest  of  able  consumers  over  time  by  demonstrating  results 
as  well  as  activity. 

A  second  advance  in  P.L.  93-641  is  its  separation  of  providers  on 
HSA  and  SHCC  boards  between  those  who  engage  in  direct  provision  of 
health  services  and  those  who  are  officials  of  Blue  Cross,  deans  of 
medical  schools,  etc.    This  allows  the  possibility,  at  least,  of  structuring 
winning  coalitions  between  cost-concerned  consumers  and  corporate  rational- 
ists to  pursue  population-based  system  goals  that  may  contain  systemwide 
increases  in  health  expenditures. 

The  strengths  and  weaknesses  of  the  HSA  are  likely  to  be  tested 
most  fully  by  the  relationships  of  the  HSA  council  to  its  own  subarea 
committees.    Subarea  representation  is  necessary  if  the  particular 
problems  of  relatively  small  areas  within  the  HSA  are  to  be  given 
proper  airing  and  weight.     However,  in  most  instances,  this  will  be 
the  first  line  of  institutional  project  review  before  matters  are 
considered  by  the  HSA  council  as  a  whole.    At  this  sub-area 
levels  the  strength  of  locally  influential  providers  can  be  expected 
to  be  particularly  strong  and  local  consumers  more  apt  to  be  concerned 
with  questions  of  access  than  of  costs.    Thus,  it  will  be  surprising 
if  provider-consumer  coalitions  will  take  tough  stands  against  the 
introduction  of  new  and  better  services  of  traditional  types,  regard- 
less of  the  priorities  that  may  be  expressed  in  the  HSA's  own  AIPs 
or  specific  project  plans.     Recent  developments  in  suburban  Phoenix,  des- 
cribed in  a  newsc lipping  reproduced  in  Exhibit  V,    illustrate  how  lively 
subarea  interests  can  become  when  an  HSA  recommends  denial  of  a  proposal 
to  build  a  new  hospital. 

Unfortunately,  there  appear  to  be  no  better  alternatives  to  the 
admittedly  problem-fraught  HSA  structure.    Other  types  of  areawide 
planning  organizations,  such  as  regional  planning  agencies,  have 
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EXHIBIT  V 
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also  proved  less  than  ideal  loci  for  health  planning  (Ardell,  1974). 
And  state  or  federal  control  devoid  of  any  formal  local  planning 
input  would  be  unacceptable  in  our  pluralistic  society.    The  issue 
then  becomes  how  to  make  the  best  of  the  structure  the  act  prescribes, 
so  that  the  natural  processes  pf  mutual  accommodation  and  compromise  the 
HSA  (and  SHCC)  governing  board  composition  will  inevitably  inspire 
can  be  channeled  towards  positive  system  change  rather  than  towards 
mere  log  rolling.* 

At  the  area  level,  the  relationships  of  HSAs  to  regional  planning 
agencies  and  to  county  and  city  government  pose    other  potential  dangers 
of  noncommunication  and/or  conflict.    These  pertain  especially  to  reviews 
of  health  institutions  operated  by  local  government,  and  HSA  approval 
of  federal  funding  proposals  under  section  1513(e).    Traditionally,  the 
short  and  long  range  operative  plans  of  city  and  county  governments, 
and  the  vigor  with  which  they  pursue  their  enforcement  of  local  building, 
fire,  sanitation  and  other  regulatory  functions  are  finely  tuned  to  the 
priorities  held  by  their  economic  and  political  power  structure.  These 
may  be  at  considerable  variance  from  the  HSA's  priorities.  Accommodation 
will  typically  require  considerable  exercise  of  tne  diplomatic  arts. 

Functional  Ties 

Another  aspect  of  HSA  structure  that  relates  more  directly  to 
linkages  between  planning  and  reviews  is  staff  assignment  and  committee 
structure  that  separates  these  two  types  of  activities  within  the 
organization.  (See  Exhibit  III,  page  23.)      While  there  appear    to  be 
few  positive  forces  at  the  HSA  level  that  propel    these  activities  in 
opposite  directions,  as  there  may  be  at  the  state  level,  some  regular 


*  The  SHCC  structure  is  not  separately  discussed  in  this  paper,  since 
these  bodies  are  only  minimally  involved  in  the  review  and  regulatory 
processes  established  by  P.L.  93-641.    However,  many  of  the  observa- 
tions about  the  HSA  structure  could  also  well  apply. 
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means  of  communication  are  nevertheless  required  if  review  recommendations 
on  individual  institutions  are  to  be  kept  in  line  with  HSP  and  AIP 
policies  and  strategies. 

HSA  relationships  with  SHPDAs  are  not  likely  to  be  monolithic. 
It  is  not  inconceivable  that  in  practice  they  may  eventually  divide  along 
lines  schematized  in  the  exhibit  below,  whereby  there  is  more  vertical 
interagency  communication  around  functional  activities,  such  as  systematic 
exchange  of  information,  development  of  common  criteria,  etc.,  than  there 
is  in  horizontal  intercommunication  among  the  units  within  the  same  organ- 
ization.   This  brings  us  directly  to  the  analysis  of  issues  surrounding 
linkages  between  planning  and  review  activities  at  the  state  level. 


EXHIBIT  VI:  FUNCTIONAL  RELATIONSHIPS  OF  P.L.  93-641  AGENCIES 
State  Level  (SHPDA) 


Area  Level  (HSA) 


PLAN 

DEVELOPMENT 

i 
i 

| REGULATION  AND  REVIEWS 

PLAN 

DEVELOPMENT 

REVIEWS 

Relationships  Among  Units  of  State  Government 

The  fact  that  P.L.  93-641  centralizes  state  health  planning 
functions  and  review  and  regulatory  functions  within  a  single  state 
agency  does  not  necessarily  insure  that  these  functions  will  in  fact 
be  coordinated,  or  if  they  are  coordinated,  that  they  will  find  them- 
selves properly  balancing  the  major  concerns  expressed  in  the  act. 
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Independent  Regulatory  Policies 


As  we  noted  in  Section  II,  the  question  of  coordination  between 
health  plans  and  regulatory  programs  is  complicated  by  the  fact  that  most 
states  have  been  administering  certificate  of  need  and/or  section  1122 
programs  for  at  least  a  year  or  two,  according  to  whatever  implicit  or 
explicit  policies  and  priorities  they  have  already  developed.  It  will, 
therefore,  require  a  special  effort  to  bring  these  policies  and  priorities 
into  congruence  with  state  health  plans.    Unfortunately,  P.L.  93-641 
provides  no  mechanisms  that  might  encourage  this  -  instead,  it  marely 
requires  that  the  plans  which  are  eventually  developed  be  one  of  the  12 
factors  to  be  considered  in  the  conduct  of  project  reviews  of  new 
institutional  services.    Since  state  certificate  of  need  and  rate 
setting  bodies  lack  any  specific  voice  in  state  plan  development,  it 
is  not  at  all  impossible  that  they  would  quietly  reject  the  plans  as  a 
statement  of  their  own  policies,  or  would  consider  them  irrelevant.* 
In  either  case,  they  might  have  little  internalized  interest  in  joining 
a  common  effort  at  implementation. 

While  state  plans  under  P.L.  93-641  had  not  been  developed  at  the 
time  of  our  field  interviews,  there  is  common  agreement  that  in  most  states 
past  CHP  plans,  where  they  existed,  had  had  only  minimal,  if  any,  influence 
on  CON  and  rate  setting  decisions.    The  state  CON  programs  relied  almost 
exclusively  on  Hill  Burton  projections  of  community  need  for  hospitals  and 
nursing  homes  -  formulas  developed  for  quite  different  types  of  purposes. 
While  some  state  agencies,  as  in  Connecticut,  had  established  health  care 
task  forces  to  determine  needs  for  distribution  of  specialty  services,  in 
only  a  few  instances  had  recommendations  been  completed.    Some  CHP  b  agencies, 
such  as  in  New  York  City  and  Phoenix,  did  better,  but  as  we  shall  see  later, 
they  have  not  as  yet  had  much  impact  on  regulatory  decisions. 

Lewin  and  Associates'  comprehensive  nationwide  study  of  CON  and 


*  These  agencies  do,  however,  have  an  opportunity  to  exercise  public  comment 
on  the  state  plan  before  final  adoption. 
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reviews  in  1975  confirms  these  observations.    It  found  that  states  rely 
almost  exclusively  on  Hill  Burton  projections,  but  almost  without 
exception  these  plans  were  viewed  as  inaccurate,  based  on  obsolete 
data  and  structured  so  as  to  be  of  limited  utility  in  capital  expen- 
diture and  services  reviews.    Only  one  of  the  18  states  responding  to 
the  survey  question  on  outpatient  care  standards  reported  need  projec- 
tions in  this  area;  most  also  lacked  projections  for  specialty  services 
and  equipment  except  for  X-ray  equipment  and  (in  response  to  the 
federal  program)  for  renal  dialysis  (Lewin  and  Associates,  1975). 

Bureaucratic  Distance 

The  realities  of  task  organization  and  bureaucratic  distance  also 
create  barriers  to  linkage  of  planning  to  regulation  at  the  state  level. 
The  functions  of  health  plan  development,  certificate  of  need  and  section 
1122  reviews  and  rate  setting  are  carried  out  by  entirely  distinct 
organizational  units.    Even  where  two  or  more  of  them  are  located  within 
the  same  agency,  they  may  well  be  located  on  different  floors,  or  in  dif- 
ferent buildings,  with  few  normal  opportunities  for  day-by-day  staff 
communication.    Usually,  too,  the  health  planning,  certificate  of  need  and 
rate  setting  staffs  come  from  different  professional  backgrounds,  and  they 
may  view  their  roles  and  responsibilities  to  the  public  quite  differently. 

The  units,  too,  often  have  quite  separate  organizational  histories, 
with  backgrounds  of  bureaucratic  rivalry.    For  example,  in  Massachusetts, 
the  planning  unit,  the  Office  of  State  Health  Planning,  is  located  in  the 
Department  of  Public  Health,  the  SHPDA.    But  until  1976  it  had  been  an 
independent  CHP  a  agency,  located  in  the  Executive  Office  of  Human  Services, 
with  its  head  co-equal  in  status  to  the  health  commissioner. 

A  similar  kind  of  problem  arises  in  Connecticut.    There,  when 
the  governor  designated  the  state  health  department  as  the  SHPDA,  she 
allowed  the  Connecticut  Commission  on  Hospitals  and  Health  Care,  the 
agency  that  formerly  had  responsibility  for  "a"  agency  health  planning 
as  well  as  certificate  of  need  and    rate  setting,  to  retain  its  CON 


-75- 


and  rate  setting  functions.    CA  DHEW  exception  was  obtained.)  The 
Commission,  moreover,  continues  certain  of  its  former  planning  activities  - 
such  as  maintaining  task  forces  on  regional ization  of  speciality  services. 
Meanwhile,  the  new  SHPDA  is  assembling  its  own  staff  to  perform  planning 
functions.    In  such  situations,  one  can  foresee  problems  down  the  road 
in  persuading  the  Commission  to  accept  the  new  SHPDA's  plan  as  a  policy 
guide  to  its  twin  regulatory  activities. 

The  concept  of  a  single  state  agency  to  administer  planning, 
certificate  of  need  and  rate  setting  functions  is  intuitively  appealing, 
and  good  lines  of  communication  between  some  of  these  functions  are  indeed 
to  be  found  in  states  that  had  developed  this  structure  prior  to  the 
advent  of  the  planning  law,  such  as  New  York,  Arizona  and  New  Jersey 
(Brown,  Rowland,  and  Sweetland,  1976).    However,  despite  the  Connecticut 
example  given  above,  almost  equally  good  communication  can  be  found  in 
some  states  where  multiple  agencies  are  involved,  such  as  in  the  state 
of  Washington  as  of  1976.    Quite  possibly,  the  degree  of  interest  in 
coordination  taken  by  the  governor's  office  and  by  department  heads  at 
any  one  time  will  better  explain  success  than  will  the  nature  of  the 
particular  organizational  structure.    Certainly,  when  no  high  level 
interest  is  expressed,  the  various  subunits  of  organizations  naturally 
tend   to  go  their  separate  ways.    For  example,  in  New  York  State,  staff 
functions  for  planning,  rate  setting,  licensing  and  certification, 
Medicaid  utilization  review  and  certificate  of  need  and  rate  setting 
are  all  centralized  in  the  New  York  State  Department  of  Health. 
Operational  links  between  certain  organizational  units  have  been  strong, 
e.g.,  rate  setting—planning,  certificate  of  need—licensing,  and  rate 
setting— certif icate  of  need.    But  corresponding  links  between  other 
units  have  been  notoriously  weak,  e.g.,  1 icensing--rate  setting,  and 
rate  setting—utilization  review.    Until  very  recently,  the  latter 
relationship  could  hardly  have  been  more  tenuous  had  the  functions 
been  lodged  in  separate  agencies. 

The  provision  of  P.L.  93-641  that  requires  SHPDAs  and  SHCCs  to 
coordinate  the  state  health  plan  with  the  plans  of  relevant  state  agencies 
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may  give  a  much  needed  boost  to  coordination  of  health  and  health  related 
policymaking  at  the  state  level.    For  example,  in  New  York,  the  new 
SHPDA,  the  State  Health  Planning  Commission,  reconstituted  from  the 
former  CHP  a  agency,  brings  together  several  health  related  functions 
that  are  necessary  for  effective  planning,  and  that  transcend  the 
legislated  responsibility  of  any  one  department.    Furthermore,  it 
provides  direct  connections  to  the  governor's  office  and  his. budget 
office.    Thus,  its  membership  includes  the  Commissioners  of  Health, 
Social  Welfare,  and  Education,  the  Director  of  the  Division  of  the 
Budget,  the  Director  of  the  Office  for  the  Aging  and  the  chancellor  of 
the  state  university.    Its  chairman  is  the  Special  Assistant  to  the 
Governor  for  Health  Affairs.    As  part  of  the  restructuring  of  the 
Commission  to  become  the  SHPDA,  the  Governor  gave  it  the  power  to 
".  .  .act  to  implement  his  (the  Governor's)  concerns    in  shaping  health 
policy  for  the  state.  ..."    This  new  power  significantly  expands 
the  traditional  advisory  role  of  the  New  York  Commission  to  one  that 
includes  ongoing  operating  and  implementing  functions  for  both  planning 
and  certificate  of  need  and  other  P.L.  93-641  reviews. 

One  would  expect  that  the  state  plan  emerging  from  a  SHPDA 
representing  such  a  spectrum  of  interests  and  such  strong  ties  to  the 
executive  office  would  stand  a  good  chance  of  becoming  an  actual  policy 
document  to  guide  both  system  development  and  regulatory  decisionmaking. 
Here  too,  however,  the  question  of  how  well  coordination  can  be  achieved 
in  actual  practice  remains  open.    The  commission  now  has  responsibilities 
in  both  planning  and  regulation  that,  under  state  laws  and  regulations, 
directly  parallel  those  already  assigned  to  the  State  Department  of 
Health,  other  state  departments,  and  a  number  of  advisory  councils 
(see  Exhibit  VII).  However,  since  the  Department  of  Health  provides  the 
staffing  for  the  commission  as  well  as  for  most  of  the  councils,  these 
organizational  anomalies  may,  for  most  of  the  councils,  appear  to  create 
more  confusion  than  will  be  actually  experienced.    The  greater  challenge 
is  apt  to  lie  in  the  problem   of  developing  common  policies  out  of  a 
commission  that  is  comprised  of  people  with  such  diverse  responsibilities 
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EXHIBIT  VII; 


ORGANIZATIONS  INVOLVED  IN  ADMINISTERING  NEW  YORK  STATE'S 
HEALTH  PLANNING  PROGRAM,    JUNE  1976 


Organizational  Nt 

(Abbreviation) 


Legal 

Citation 


jjijer  Duties  and  Responsibilities  In  fjjmntej 


State  Health 
Department  (COM) 


State  Constitution 


I   Has  the  central,  comprehensive,  ic-spons1b1Hty  for  the  development 
and  administration  of  the  State's  policy  with  respect  to  hMlth 
facilities  and  related  services, 

9    Produces  the  State  Health  Plan, 

•  Controls  "Certificate  of  Meed"  procedure, 

•  Makes  the  final  decision  on  "construction  only  applications". 

•  Inventories  existing  health  services  and  facilities, 

•  Provides  staff  services  to  both  the  PHC  and  SHRPC,  and 

•  Approves  continued  operation  of  facilities  and  services  through  the 
use  of  "operating  certificates." 


State  Board  of  Social       Article  17,  State 
Welfare  (BSW)  Constitution 


Has  authority  to  establish  and  administer  "domiciliary  cart 

facilities.  ' 


State  Education 
Department  (SEO) 


State  Constitution 


Plans  the  future  health  manpower  needs  as  part  of  the  1 1 censing 

function. 


State  Public  Health 
Council  (PHC) 


Chapter  55,  Laws  of 
1913 


Must  approvr*  or  disapprove  establishment  of  health  care  entitles  to 

operate  un.lnr  Article  ?8  of  the  Public  Health  Law. 

In  the  art.!  of  effective  utilization  of  health  personnel,  the 

Council  sets  minimum  standards  of  education  and  training. 

In  edvisini)  the  Health  Commissioner,  the  Council  becomes  Involve*] 

in  determining  standards  for  ambulatory  care  facility  planning  and 

other  aspects  of  facility  and  service  planning. 


State  Hospital  Review       Chapter  331,  Laws  of 
and  Planning  1960 
Council  (SHRPC) 


The  SHRPC,  1n  cooperation  with  the  various  regional  councils,  con- 
siders and  advises  the  Health  Commissioner  and  Public  Health  Coun- 
cils on  establishment  And/or  construction  applications. 
The  SHRPC  also  seeks  to  Improve  the  quality,  efficiency,  and  economy 
of  health  care  throughout  the  State. 


Regional  Hospital  Review  Chapter  730,  Laws  of 
and  Planning  Councils  1964 


Advise  the  SHRPC,  Health  Commissioner,  and  PHC  of  local  opinion  and 
needs  with  respect  to  applications  for  construction  and/or  establish- 
ment, and 


Conduct  studies  and  perform  other  functions  to  advise  SHRPC, 
Health  Commissioner,  and  PHC  on  the  cost,  quality,  and  avail- 
ability of  health  care.    (Cornells  discontinued  In  1978.) 


State    Health  Planning 
Commission  (SHPDA) 


Executive  Order  #23 


Advises  the  Governor  on  all  health-related  matters  and  acts  to 
Implement  hi.  concerns  in  shapinq  health  policy  for  the  State, 
kevtews  all  the  plans  of  State  agencies  relating  to  the  pro- 
vision of  health  and  mental  health  services  to  assure  that  such 
plans  are  In  accordance  with  State  health  policies'. 
Coordinates  and  reviews  health  planntng  efforts  among  governmental 
and  non-govt rnmental  agencies  concerned  with  health  services, 
facilities  arid  manpower,  and 

Supervises  U.e  implementation  of  the  National  Health  Planning  and 
Resources  Development  Act  of  1974. 


Health  Advisory 
Council  (HAC) 


Executive  Order  #12 
(dated  5/28/75) 


•  Advises  the  Governor,  through  the  Health  Planning  Condition  on 

health  policy  matters, 
t   Serves  as  ar>  Information  gathering  jnd  »dv1sory  body, 
0    Undertakes  tn-drpth,  interdisciplinary  studies  related  to  the 

organization,  del  ivory  and  financing  of  health  care  services, 

•  Develops  recommendations  for  alternative  legislation  and  admini- 
strative Initiatives  to  improve  the  State's  health  care  system, 
and 

•  Concerns  Itself  with  health  Issues  which  Involve  several  depart- 
ments or  agencies  of  government. 


Health  Planning 
Advisory  Council 
(HPAC) 


Executive  Order  #23 
(dated  5/23/67) 


The  HPAC  1s  to  advise  the  Health  Planning  Commission  1n  the  exer- 
cise of  its  powers,  functions  and  duties  under  State  Executive 
Order  #6,  the  National  Health  Planning  end  Resources  Development 
Act  of  1974,  and  any  other  act  relating  to  State  comprehensive 
health  planning. 


State  Health  Research 
Council  (SHRC) 


Chapter  445,  Laws 
of  1975 


6   The  SHRC  is  to  develop  health  research  programs  and  establish 

priorities  for  such  program'., 
•    Stimulate  independent  health  research  and  review  and  disseminate 

the  results  of  health  research  programs,  and 
t   Develop  a  model  health  research  plan  for  the  State. 


SOURCE:    Legislative  Commission  on  Expenditure  Review,  Health  Planning  in 
New  York  State,    Program  Audit  1/1/77,  January  3,  1977. 
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and  interests,  and  so  little  free  time. 

Massachusetts  has  had  a  similar  interagency  health  policy  group 
for  several  years  including  representatives  of  the  SHPDA  and  other  major 
department  heads  and  a  representative  of  the  Governor.    A  participant 
whom   we  interviewed  observed: 

At  present,  80  percent  of  the  Health  Policy  Group's  effort  is 
devoted  to  either  immediate  brush  fires  or  short  run  issues; 
15  percent  to  intermediate  issues;  5  percent  to  long  range 
issues.    Hopefully,  these  percentages  will  change  over  time 
to  work  towards  long  term  policy  cohesiveness. 

The  basic  problem  is  that  the  proper  role  of  state  government  is 
still  not  defined,  or  is  defined  in  a  conflicting  fashion  in 
particular  instances.    The  approaches  of  the  1930s,  the  1950s 
and  the  1970s  -  direct  care,  contracted  care,  and  regulation  - 
coexist  uneasily.    It  is  as  difficult  to  get  agreement  among 
state  agencies  as  among  HSA  constituents.    Each  department  has 
its  own  history    and  constituency,  and  each  is  created  and 
governed  by  its  own  law. 

Another  participant  in  the  group  provides  a  somewhat  different  perspective 

on  its  activities: 

The  majority  of  the  time  is  spent  on  long  term  interagency  issues 
.  .  .not  on  general  discussion  on  long  term  planning  issues  if 
that  can  go  on  elsewhere.    The  unique  nature  of  the  group  is  that 
it  helps  resolve  the  interagency  differences  that  get  in  the  way 
of  formulating  agreed  upon  policy  goals  for  intermediate  and 
long  term  projects. 

In  both  New  York  and  Massachusetts,  the  already  difficult  problems  of 
interagency  coordination  at  the  state  level  are  exacerbated  by  the 
relentless  pressure  that  budget  offices  must  exert  to  cut  state  expen- 
ditures.   It  is  obviously  easier  to  build  positive  relationships  if  both 
parties  can  be  offered  rewards;  existing  bureaucratic  rivalries 
naturally  become  more  intense  in  times  of  belt-tightening. 

Results  of  Ten  Year  Planning-Regulatory  Linkage  in  New  York  State 

Returning  to  our  example  of  New  York,  we  must  note  some  recent 
sobering  findings  from  a  program  of  audit  of  ten  years  experience  with 
health  planning  and  certificate  of  need  regulation  in  that  state  conducted 
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for  the  New  York  Legislative  Commission  on  Expenditure  Review.    The  audit 
concluded  that  the  certificate  of  need  function  had  in  fact  absorbed  the 
state  planning  function,  sacrificing    the  kinds  of  system  changes  tbe 
legislature  had  at  the  outset  stated  were    needed  to  contain  health 
expenditures.    These  conclusions  are  significant,  since  Article  28  of  the 
N.Y.  Public  Health  Law  enacted  in  1965  was  the  nation's  first  cost  control, 
certificate  of  need  and  health  planning  law.    It  not  only  served  as  a 
model  for  similar  legislation  in  29  other  states,  but,  as  subsequently 
reinforced  by  numerous  amendments,  it  also  appears  to  have  served  as  a 
model  for  P.L.  93-641.    The  purposes  were  the  same,  to  move  towards  a 
more  cost  effective  system.    The  law  enunciated  policies  to  initiate 
and    stimulate,  services    and    facilities    for    underserved  popul- 
ations, to  take  initiative  in  finding  less  costly  substitutes  for 
inpatient  care,  and  to  explore  the  possibilities  for  joint  central 
services  and  other  forms  of  regional ization.    The  powers  the  state 
legislature  centralized  in  the  Department  of  Health  in  1965  and  subse- 
quently are  in  fact  considerably  stronger  than  those  the  Congress  gave 
to  the  SHPDAi;  in  1974.    These  are: 

-  power  to  control  new  facility  entry  and  changes  in  programs 
in  existing  health  institutions  through  certificate  of  need 
reviews  and  approval; 

-  power  to  delete  institutions  or  services  within  institutions 
from  the  health    care  system  through  required  operating  certif- 
icates to  all  health  care  facilities,  subject  to  review  and 
renewal  at  least  once  every  two  years;  i.e.,  recertif ication; 

-  power  to  stimulate  new  facility  construction  through  an  allied 
mortgage  loan  program. 

The  audit  for  the  Legislative  Commission  studied  experience  in  10 
representative  counties.    They  analyzed  randomly  selected  CON 
applications  processed  during  the  10  year  period,  interviewed 
regional  health  planners,  visited  43  health  facilities  and  inter- 
viewed their  administrators.    Some  principal  findings  were  (New  York 
State  Legislative  Commission  on  Expenditure  Review,  1977:  S-5,  S-6, 
24): 
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In  New  fork,  health  "planning"  is  less  of  a  creative, 
anticipatory  endeavor  than  it  is  a  reactive  one  geared 
toward  regulation.  .  .  .  The  process  does  not  take  into 
account  the  availability  of  health  manpower,  domiciliary 
care  facilities  and  home  health  care,  or  the  impact  of 
preventive  health  programs.  .  . 

The  Legislative  Commission  on  Expenditure  Review  staff's 
review  of  over  1,900  (certificate  of  need)  actions  reveals 
few  instances  where  Department  of  Health  staff  recommendations 
explored  possible  alternatives,  or  the  feasibility  of  shared 
services  as  mandated  by  the  .  .  .Public  Health  Law. 

The  Legislative  Commission  on  Expenditure  Review  staff  did  not 
find  one  example  where  the  Department  of  Health  had  identified 
a  need  for  a  new  facility  or  service,  documented  the  effect 
the  change  would  have  on  the  health  care  system,  and  on  its 
own  motion,  sought  to  have  the  change  implemented.* 

The  audit  reports  that  only  nine  of  the  43  administrators  interviewed 
states  that  the  department  had  ever  suggested  that  they  make  a  change 
in  their  bed  capacity  or  service  mix.    And  in  all  these  nine  instances 
the  suggestions  were  made  only  during  the  course  of  certificate  of 
need  reviews  of  some  proposed  change  in  service  that  the  institution 
itself  had  initiated.    Other  findings  were  that  only  13  of  the  43 
health  facility  administrators  reported  that  the  department  had  communi- 
cated to  them  its  estimates  of  their  county's  health  needs  (N.Y. State 
Legislative  Commission  on  Expenditure  Review,  1977:  107).    The  general 
conclusion  was  reached  that  costs  had  not  been  constrained  in  the  state 
in  large  part  because  too  much  attention  had  been  devoted  to  narrow 
regulatory  responses  and  too  little  to  positive  initiatives  towards 
improving  the  system  of  health  services  delivery  throughout  the  state 
to  make  it  more  appropriate  to  the  population's  needs,  and  that  adversary 
rather  than  cooperative  relationships  had  been  generated. 


*  In  reply  to  this  criticism,  the  Department  comments,  "New  facilities 
and  services  cannot  be  created  by  the  state.  Nor  can  alternatives  and 
options  to  institutional  care  be  stimulated  in  the  absence  of  suitable 
mechanisms  for  funding  their  creation  ("seed"  or  starting  monies)  and/or 
reimbursing  adequately  for  them  after  they  are  started.    Titles  XVIII 
and  XIX  have  been  disappointingly  resistant  in  this  regard.  .  ." 
(N.Y.S.  Legislative  Commission  on  Expenditure  Review,  1977:  121). 
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Since  the  P.L.  93-641  structure  and  process  so  closely  resembles 
that  of  New  York,  a  paramount  issue  is  how  to  keep  the  same  types  of 
mistakes  from  occurring  nationwide.  Certificate  of  need  regulation, 
with  its  day-to-day  programmatic  demands  on  state  agency  staff,  and 
later,  appropriateness  reviews,  could  easily  come  to  absorb  all  the 
energies  of  SHPDAs  in  most  states,  especially  since  their  short  run 
cost  control  objectives  are  publicly  visible,  and  are  more  easily 
quantified  than  are  those  of  system  planning.  Thus,  simple  linking 
of  planning  and  review  functions  will  not  be  enougli;  a  proper  balance 

between  them  must  be  maintained  over  time. 

Parallels  can  also  be  drawn  between  the  natural  tendency  of  state 
rate  setting  programs  to   overshadow  long  term  efforts  at  cost  containment 
via  health  system  improvement  in  their  pursuit  of  short  term  objectives. 
Some  of  these  problems  will  be  reviewed  in  the  next  section. 

Conclusion 

In  designing  an  organizational  structure  that  encourages  localities 
and  private  consumers  and  providers  to  have  a  major  voice  in  planning 
their  health  systems,  tensions  are  inevitably  generated  between  HSAs  and 
state  governments  that  may  create  roadblocks  to  effective  linkage  of 
planning  and  regulation.    To  compound  the  problem,  there  are  fundamental 
differences  between  the  long  range,  population  based  approach  to  cost 
containment  held  by  planners  and  the  short  range,  case-by-case  approach 
to  cost  containment  of  regulatory  agencies.    Special  effort  will  be 
required  to  accommodate  these  differences,  since  the  Planning  Act  creates 
no  mechanisms  for  resolving  them. 

Moreover,  among  the  administrative  units  of  state  government 
charged  with  carrying  out  the  various  review  and  planning  provisions  of 
P.L.  93-641,    several  forces  tend  to  fractionate  the  endeavor.  Without 
strong  executive  leadership  committed  to  coordination,  each  unit  may  well 
march  to  its  own  drummer.    Even  where  working  linkages  are  strong  among 
the  various  units,  as  in  New  York  State,  the  demands  of  the  reactive, 
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regulatory  functions  of  government  may  subsume  efforts  at  creative, 
anticipatory  olanning,  to  the  detriment  of  movement  toward  a  more  cost 
effective  health  system. 

These  factors  must  be  taken  into  systematic  account  if  means  are 
to  be  found  for  allowing  the  development  of  common  policies  and  common 
strategies  for  their  implementation. 
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V.    ISSUES  SURROUNDING  DEVELOPMENT  OF  COMMON  ACTION  POLICIES 


If  we  assume  that  ways  can  be  found  whereby  those  who  develop 
health  plans  and  those  who  administer  certificate  of  need  and  rate 
setting  programs  can  reach  some  common  agreement  on  goals  and 
objectives  for  a  state  or  region,  the  next  challenge  will  be  for  them 
to  develop  their  implementation  plans,  their  review  criteria  and  their 
reward  and  penalty  systems  in  ways  that  will  dovetail  and  provide 
mutual    reinforcement  in  moving  the  health  system  in  the  desired 
directions.    This  requires  translating  goals  to  common  policies  that 
can  be  used  to  guide  decisions  in  the  institutional  reviews  established 
under  the  act,  in  HSA  federal  program  approvals  and,  eventually,  in  the 
HSA  resource  development  activities  under  title  XVI. 

In  this  section,  after  reviewing  the  need  for  common  policies 
among  those  who  are  attempting  to  effect  changes  in  the  health  system 
of  an  area,  we  will  set  forth  some  types  of  policy  questions  that 
planners  and  regulators  must  deal  with,  and  then  discuss  some  of 
the  problems  they  face  in  arriving  at  agreement.    In  this  context 
we  follow  Webster's  definition  of  policy,  namely,  "a  definite  course 
or  method  of  action  selected  (as  by  a  government,  institution,  group 
or  individual)  from  among  alternatives  and  in  the  light  of  given 
conditions  to  guide  and  usually  determine  present  and  future  decisions." 

Why  Shared  Policies  are  Essential 

Reaching  agreement  on  best  courses  of  action  to1  urds  a  given 
objective  is  so  difficult,  and  exposes  all  partier  co  such  political 
risks,  that  the  temptations  to  avoid  the  exercise  and  rely  on  ad  hoc 
or  mechanistic  decisionmaking  are  often  ovr  whelming.    For  example, 
if  planners  and  regulators  agree  that  the  e  is  an  oversupply  of  beds 
in  an  area,  rather  than  confront  the  policy  issue  of  which 
institutions  should  be  pressured  to  shrink  or  close  down,  it  is 
far  easier  to  apply  such  pressures  to  whatever  hospitals  happen  to 
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come  in  contact  with  a  regulatory  review  process  for  some  other  reason. 
To  illustrate,  in  1977,  when  Columbia  Presbyterian  Medical  Center  in 
New  York  City  requested  a  certificate  of  need  to  remodel  its  Eye  Institute 
space,  the  state  review  staff,  as  a  step  towards  citywide  bed  reduction, 
asked  the  hospital  to  close  296  beds.*    Other  hospitals  in  the  area, 
delivering  a  quality  of  care  that  many  might  consider  inferior,  were 
untouched  because  they  did  not  'come  to  the  window.1    Such  a  deliberate 
avoidance  of  positive  policy  in  the  pursuit  of  one  objective  may,  of 
course,  work  against  the  accomplishment  of  others.    In  this  case,  the 
objectives  of  rewarding  efficient  management  (the  Medical  Center  is 
considered  to  be  one  of  the  best  run  institutions  in  the  city,)  recog- 
nizing high  quality  of  care  and  encouraging  regional ization  of  tertiary 
care  in  referral  centers  were  all  disregarded. 

The  type  of  policy  questions  that  need  to  be  addressed  by  planners 
and  regulators  can  be  illustrated  with  the  case  of  HMOs.    It  is  not  enough 
for  a  given  state  and  HSA  to  accept  and  adopt  the  P.L.  93-641  priority  for 
HMO  development  as  a  common  objective.  If  the  broader  goal  envisioned  to 
be  accomplished  by  HMOs  is  to  be  reached,  i.e.,  effectively  provided 
ambulatory  care  that  will  obviate  unnecessary  hospital  inpatient  care,  the 
state  agency,  HSAs  and  rate  setters  will  have  to  reach  agreement  on  the 
particular  kind  of  HMO  they  wish  to  encourage.    Specifically,  do  they 
favor  group  practice  prepayment  HMOs  over  independent  practice  associations? 
Nonprofit  over  for-profit  chains?    To  what  extent  should  the  character  and 
competence  of  HMO  sponsors  be  considered?    To  what  extent  should  they 
attempt  to  influence  the  type  of  clientele  to  be  targeted,  and  the 
geographic  location  to  be  selected? 

These  are  difficult  questions,  yet  if  certificate  of  need  review 
bodies,  state  and  HSA  planners  and  rate  setters  (where  applicable)  fail 
to  reach  some  degree  of  advance  agreement  on  them,  results  of  local  and 
state  reviews  of  applications  may  well  have  a  low  rate  of  correspondence. 
This  in  turn  would  strain  HSA  and  SHPDA  relationships,  compound  the  uncer- 
tainties facing  potential  applicants,  and  present  the  many  opponents  of  HMOs 


*  New  York's  efforts  to  close  beds  are  described  more  fully  in  later  sections. 
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with  opportunities  for  contest,  obfuscation  and  delays.     If,  on  the  other 
hand,  basic  policy  agreements  were  to  be  reached,  formally  or  informally, 
a  series  of  complementary  actions  might  start  from  the  HSAs,  SHPDAs  and 
rate  setting  programs,  such  as: 

-  concerted  efforts  to  convince  state  legislators  to  remove  any 
existing  legal  barriers  to  HMO  formation; 

-  priority  listing  for  HMO  development  in  the  HSA's  AIP  and  specific 
project  plans; 

-  development  funds  from  title  XVI  where  not  forthcoming  from 
federal  HMO  funding; 

-  assurance  to  potential  sources  of  HMO  capital  financing  that  the 
CON  agency  looks  favorably  on  proposals  for  given  types  of  HMO 
facil ities,  and  that  (where  applicable)  the  costs  of  capital  would 
be  included  in  rates  promulgated  by  the  rate  setting  agency; 

-  calculation  of  long  range  bed  supply  needs  based  on  the  assumption 
that  HMOs  of  the  desired  type  would  indeed  be  organized  and  put 

in  place  by  some  specific  date; 

-  priority  listings  for  HMO  development  in  the  state  medical 
facilities  plan  as  respects  modernization  and  conversion  of 
hospital  facilities. 


Some  Typical  Policy  Questions 

Many  of  the  kinds  of  policy  questions  applicable  to  HMOs  are 
generic  ones  that  also  apply  to  decisions  on  various  types  of  services 
and  facilities.    Examples  follow. 

1 .  Should  cost  containment  efforts  be  directed  at  all  sources 
of  possible  excess  spending  in  the  area,  including  those 
attributable  to  physicians,  or  be  confined  to  controls  of 
capital  expansions  and  price  increases  of  institutional 

providers? 

This  basic  question  tests  the  seriousness  of  the  local  commitment  to 
cost  containment.    The  answers  will  determine  the  degree  of  effort  that 
will  be  made  to  incorporate  utilization  review  decisions  into  reviews 
of  need  for  new  institutional  services,  appropriateness  reviews,  and 
hospital  rate  reviews.    They  will  also  influence  the  tendency  of 
physicians  to  establish  noninsti tutional  arrangements  to  escape  controls. 
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2.  Will  the  public  utility  or  the  free  market  approach  best 
accomplish  the  common  goals?* 

Stands  taken  on  these  diametrically  opposed  approaches  to  improving  the 
efficiency  with  which  health  services  can  be  distributed  to  the  population 
will  necessarily  influence  almost  all  major  decisions  on  certificate  of 
need  and  appropriateness  reviews,  and  on  applications  from  profitmaking 
organizations  for  entry  into  service  areas  where  nonprofit  hospitals  are 
established.    Several  other  policy  questions,  noted  below,  are,  in  fact, 
subsets  of  this  global  one. 

3.  How  should  differences  among  institutions  with  respect  to  mix 
of  patients  and  complexity  of  cases  be  treated,  and  scope  of 
services  available  for  rendering  care  be  accounted  for  in 
reaching  decisions? 

To  what  extent  should  objective  information  on  these  matters  be  required,  as 
from  uniform  discharge  data  sets,  licensing  and  cost  report  data,  etc.? 
Where  should  the  burden  of  proof  to  display  and  interpret  such  differences 
be  placed? 

4.  How  should  differences  in  the  quality  of  care  among  institutions 
be  taken  into  account  by  regulators  and  planners? 

If  the  public  is  paying  out  its  money  for  medical  services,  whether  through 
insurance  premiums,  taxes,  or  directly,  it  has  a  right  to  expect  that  rate 
regulators  and  health  planners  will  take  account  of  the  differences  in  the 
quality  of  those  services  when  acting  on  its  behalf.    Poor  quality  care, 
reflected  in  unnecessary  or  inappropriate  tests  and  procedures,  and  corres- 
ponding failures  to  use  appropriate  ones,  together  with  the  incidence  and 
prevalence  of  iatrogenic  conditions,  are  important  sources  of  unnecessary 
costs,  as  well  as  of  unnecessary  disability,  suffering  and  sometimes  death. 
As  the  Somers  point  out  (Somers  and  Somers  1977b),  quality  is  perhaps  the 
most  elusive  problem  in  health  care,  and  the  issues  surrounding  its 


For  an  exposition  of  these  positions,  see  Anne  Somers  (1971)  and  Clark 
Havighurst  (1976). 
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definition  and  measure  are  too  complex  and  too  pervasive  for  reliance 
solely  on  mechanisms  such  as  licensure,  JCAH  and  PSRO  reviews.  But 
if  planners  and  regulators  are  not  to  make  their  own  review  decisions 
in  total  disregard  of  quality  differences  among  institutions,  they 
at  least  require  systematic  inputs  of  information  from  those  agencies 
until  more  sensitive  indicators  are  available. 

One  hopeful  new  approach  to  measuring  quality  of  care,  under 
development  by  Rutstein  and  his  associates  (Rutstein  1974,  Rutstein  et  al . , 
1976,  1977)  should  eventually  make  it  possible  for  each  HSA  area  to 
probe  the  extent  of  avoidable  disease,  disability  and  untimely  deaths 
presently  occurring  in  its  population,  and  then  to  develop  trend  data 
to  show  progress  in  reducing  such  events.    Examples  are  measles, 
blindness  from  simple  glaucoma  and  deaths  from  cancer  of  the  cervix. 

5.  The  future  role  of  the  medical  center. 

Should  changes  in  the  health  system  build  around  existing  medical  centers 
at  the  nexus  of  tertiary  care,  manpower  training,  health  services  organ- 
ization through  regional  arrangements  and  agreements,  or  should  the 
present  role  of  medical  centers  be  reduced,  since  the  kinds  of  services 
and  training  they  give  are  generally  costly  and  push  at  frontiers  of 
developing  expensive  new  technology?   A  parallel  question  is  whether 
tertiary  care  services  for  regionalized  specialty  care  should  be  disbursed 
among  a  number  of  institutions,  or  be  kept  concentrated  in  a  few  centers. 
At  the  community  hospital  level,  should  full  service  institutions  be 
encouraged  or  discouraged?    Should  hospitals  that  are  prepared  to  provide 
services  to  patients  of  all  income  levels  and  to  undertake  community 
service  through  the  provision  of  emergency  rooms,  patient  education 
programs,  etc.,  be  given  preference  over  institutions  of  more  limited 
scope? 

6.  Organizational  base  for  alternative  care  services. 

Should  ambulatory  care,  home  health  services,  neighborhood  health  centers, 
day  surgery  units,  HMOs,  rehabilitation  centers,  detoxification  centers, 
long  term  care  facilities,  etc.,  be  established  under  the  corporate  aegis 
of  hospitals  and/or  other  existing  institutions,  or  be  organized  as 
freestanding  agencies  and  organizations? 
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7.  Should  "need"  decisions  be  based  on  institutional  demand, 
on  normative  population-based  standards,  or  on  some 
combination  of  approaches? 
Institutional  providers    traditionally  justify  need  for  expansions  on 
the  basis  of  full  utilization  of  their  own  services,  overcrowding  of 
their  facilities,  etc.  -  independently  of  the  utilization  experience 
in  other  institutions  serving  the  area  over  which  they  have  no  control. 
A  population-based  perspective,  on  the  other  hand,  determines  need  in 
a  geographic  area  on  the  basis  of  the  overall  resources  available  and 
the  utilization  by  its  population  (admissions,  visits,  patient  days  per 
capita),  in  relation  to  some  predetermined  standards  of  adequacy. 

8.  To  what  extent  should  exceptions  be  made  to  standards  of 
efficient  utilization  to  accommodate  to  the  needs  of  special 
populations? 

Should  the  community  continue  to  subsidize  severely  underutilized  small 
rural  hospitals,  since  they  appear  necessary  to  attract  and  hold 
physicians  in  the  area,  or  should  a  system  of  primary  care  clinics, 
emergency  medical  centers,  and/or  air  evacuation  centers  be  substituted? 
How  should  these  systems  be  paid  for?    In  populations  with  excess  bed 
supply,  to  what  extent  should  the  desires  of  special  religious  and  ethnic 
groups  to  maintain  and  possibly  expand  their  own  institutions  be  respected? 

9.  How  deal  with  the  question  of  physician  staff  privileges  in 
making  recommendations  for  hospital  closings  or  in  encouraging 
new  HMOs? 

Staff  privileges  in  some  parts  of  the  nation  are  often  denied  to  physicians 
by  their  colleagues  that  already  have  access  to  the  hospital.  Sometimes 
this  is  in  the  interests  of  assuring  proper  standards  of  care,  sometimes 
in  the  interests  of  discouraging  new  forms  of  practice,  such  as  prepaid 
group  practice  HMOs.  Laymen,  even  on  hospital  boards,  rarely  have  a 
voice  in  the  decisions.    They  are  handicapped  by  not  being  privy  to 
jealously  guarded  records .which,  in  any  event,  they  might  not  be  quali- 
fied to  interpret  appropriately.    Yet  when  HMOs  are  organized  and/ 
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or  when  hospital  services  are  closed  down  through  efforts  of  external 
reviewers,  some  physicians  may  be  left  without  access  to  hospital 
practice.    What  is  the  responsibility  of  planners  and  regulatory  agencies 
in  these  situations? 

10.  Should  external  reviewers  be  responsible  for  passing  on  the 
competence  and  character  of  actual  or  prospective  providers 
of  health  services? 

Does  favorable  action  on  a  provider's  application  for  new  institutional 
services,  or  a  favorable  review  of  the  appropriateness  of  service  imply 
that  the  organization  is  managed  in  the  public's  interest  and  cafl  be 
expected  to  perform  creditably?    Problems  with  the  proprietary  nursing 
home  industries  in  many  states,  in  MediCal  HMOs  and  for-profit 
home  care  services  in  California  thrust  this  policy  question  to  the 
forefront. 

1 1  •  To  what  extent  should  institutional  decisions  on  location  and 
size  be  circumscribed  by  external  review  decisions? 

The  shrinking  of  center  cities  and  the  growth  of  suburbs  raise  special 
policy  problems  common  to  many  parts  of  the  nation,  i.e.,  should  inner 
city  hospitals  be  required  to  remain  at  their  original  locations  so  as 
to  continue  to  serve  the  populations  there  while  new  hospitals  are  estab- 
lished to  serve  the  expanding,  more  affluent  suburban  populations?  Or 
should  established  hospitals  be  free  to  move?  Similarly,  in  line  with 
theories  about  economies  and  diseconomies  of  scale,  should  upper  and 
lower  limits  be  set  on  hospital  and  nursina  home  size? 


Without  agreed  upon  policies  on  such  matters,  the  various  planning 
and  regulatory  bodies  may  well  defeat  each  others;  purposes  through  sheer 
inadvertence.    For  example,  while  an  HSA  might  successfully  persuade  two 
hospitals  voluntarily  to  merge  their  obstetrics  services  after  painstak- 
ingly shepherding  agreements  on  staff  privileges  with  the  local  medical 
societies  and  hospitals,  its  labors  could  be  nullified  if  ensuing  state 
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certificate  of  need  decisions  did  not  allow  the  host  facility  to  make 
certain  space  modifications  that  might  be  necessary  in  absorbing  the 
other  hospital's  phased  out  unit.    Such  instances  are  not  unusual. 
Similarly,  hospitals  will  be  reluctant  to  effect  mergers  if  they  know 
that  the  rate  setting  program  will  not  allow  the  costs  of  additional 
technical  and  support  staff  required  to  handle  the  expanded  occupancy  in 
the  host  hospital.    Again,  we  have  seen  this  happen  in  states  we  studied. 

The  importance  of  obtaining  the  agreement  of  rate  setting  bodies 
on  common  policies  cannot  be  over  emphasized.    In  particular,  if  shifts 
from  inpatient  care  to  ambulatory  care,  home  health  services  and  the  like 
are  looked  to  as  a  major  source  of  overall  savings  to  the  system,  rate 
setting  approaches  that  create  positive  incentives  to  hospitals  to 
maximize  inpatient  utilization  will  have  to  be  radically  changed.  Present 
rate  penalties  for  underutilization  that  stimulate  unnecessary  admissions 
and  long  lengths  of  stay  in  the  name  of  "efficiency"  may  have  to  be 
replaced  by  subsidies  to  hospitals  that  will  allow  them  to  phase  out 
beds  while  meeting  the  fixed  costs  of  capital    already  invested. 
Correspondingly,  rates  for  hospital  based  alternative  services  such  as 
home  care  programs    must  be  adequate  to  cover  their  start  up  as  well  as 
their  operating  costs. 

Similarly,  if  regional i zati on  of  specialty  services  is  seen 
as  a  means  of  reducing  overall  health  services  expenditures  throughout 
a  geographic  area  by  holding  the  line  on  proliferation  of  duplicative 
technology  and  highly  specialized  personnel,  rate  setting  programs 
must  be  prepared  to  recognize  that  implementing  such  regionalization 
may  require  rate  increases  in  the  few  referral  hospitals.  Shifts 
in  the  complexity  of  case  mix,  such  as  accompany  successful  SHPDA  and 
HSA  planning  efforts  to  centralize  perinatal  care  centers,  renal 
dialysis,  burn  treatment,  etc.,  will,  of  course,  entail  shifts  in 
costs.    Tertiary  care  centers  will  more  and  more  come  to  resemble 
intensive  care  units.    To  receive  and  care  for  their  added  load  of 
complex  cases  they  will  have  to  add  more  technical  and  skilled  nursing 
staff,  will  have  to  increase  their  ancillary  service  volumes  and  may 
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even  have  to  add  their  current  high  technology  equipment.    But  if  rate 
setting  programs  continue  to  follow  their  current  policies  of  keeping 
the  lid  on  unit  costs  and  prices  in  al 1  institutions  in  their  juris- 
diction, they  would  penalize  these  tertiary  care  centers  through  the 
rate  structure  for  moving  in  the  very  directions  planners  ask  them  to. 

Conversely,  the  savings  that  planners  might  be  able  to  effect 
through  regional i zation  might  be  blocked  from  realization  by  the  way 
most  rate  setting  programs  arrive  at  their  cost  projections.  In 
theory,  as  community  hospitals  began  to  make  significant  downward 
shifts  in  the  complexity  of  their  cases  through  referrals  to  regional 
centers,  annual  increases  in  their  rates  should  be  modified  downward 
correspondingly.    In  fact,  however,  this  is  difficult  for  rate  setters 
to  do,  since  they  lack  data  with  which  to  monitor  casemix  shifts. 
Until  this  lack  is  remedied,  they  will  continue  to  project  future 
rates  almost  entirely  on  the  basis  of  each  hospital's  historical  costs  - 
thus  inadvertently  but  consistently  overpaying  the  cooperative 
community  hospitals,  while  underpaying  regional  referral  centers.* 
Hopefully,  the  methodologies  for  monitoring  case  mix  and  resource 
use  changes  developed  at  Yale  and  currently  being  tested  in  New  Jersey 
will  help  overcome  this  serious  problem  (Thompson,  Fetter  and  Mross, 
1975). 

Obstacles  to  Reaching  Policy  Agreement 

Most  of  the  structural  factors  that  impede  certificate  of  need, 
plan  development  and  rate  setting  bodies  from  reaching  agreement  on  goals 
and  objectives    also  hinder  their  reaching  agreement  on  the  types  of 
policy  questions  we  have  outlined  above.    Since  these  factors  were 
reviewed  in  the  previous  section,  they  need  not  be  repeated. 


*  The  amendments  to  section  1533(d)  of  the  Planning  Act,  proposed  by 
Representative  Moss  in  the  current  Congress  as  H.R.  4211,  requiring 
uniform  billing  matched  to  uniform  patient  discharge  data,  would  go 
far  to  remedy  this  unfortunate  situation. 
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In  addition,  there  are  real  questions  as  to  whether  the  state 
regulatory  programs  would  be  legally  able  to  modify  the  policies  that 
currently  govern  their  actions,  if  these  differed  significantly  from 
those  considered  most  fruitful  by  health  planners.    For  example, 
an  HSA  might  adopt  a  policy  to  recommend  against  the  entry  of  more 
proprietary  nursing  homes  to  its  area,  or  of  surgeon  sponsored 
surgicenters ,    but  the  state  certificate  of  need  body  would  need  the 
backing  of  a  specific  law  before  it  could  formally  adopt  such  policies. 
Since  the  amount  of  discretion  it  can  exercise  is  strictly  limited, 
"tepping  over  the  line  would  subject  it  to  suits  based  on  violation  of 
due  process,  and,  possibly,  of  antitrust  law.    Similarly,  although 
an  HSA  might  recommend  against  entry  of  a  particular  health  service 
organization  suspected  of  ties  to  the  Mafia,  the  state  agency  would 
have  to  proceed  on  the  presumption  of  innocence  unless  actual  proof 
of  a  criminal  association  were  established.  Scandals  in  New  York  and 
elsewhere  have  revealed  the  relative  helplessness  of  state  agencies  in 
the  absence  of  direct  proof  to  prevent  the  expansion  of  operations 
that  had  long  been  suspected  of  financial  malfeasance  and  patient 
neglect.*    Unfortunately,  the  Planning  Act  is  not  helpful  in  these 
regards,  since  neither  the  type  of  ownership  nor  the  character  and 
competence  of  owners  and  operators  of  facilities  are  included  among 
the  considerations  for  which  criteria  are  to  be  developed  by  HSAs  and 
SHPDAs.** 

Movement  toward  common  policies  may  require  a  flexibility 
in  interpreting  the  ongoing  decisions  of  regulatory  agencies 
in  ways  that  they  may  not  find  feasible.    For  example,  many  rate 
setting  programs  have  adopted  strict  policies  on  cross-subsidization 
of  costs  within  hospitals,  to  discourage  the  present  common  practice 

*  See,  for  example,  th?  ^epo    s  of  the  Moreland  Commission  on  Nursing 
Homes  in  New  York  State,  issued  in  1976  (Moreland  Commission,  1975  and 
1976). 

** Legislative  commissions  is  some  states,  most  recently  Minnesota  and 
New  York,  have  recommended  that  nursing  homes  established  in  those  states 
be  confined  to  nonprofit  sponsorship. 
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whereby  certain  high  revenue  producing  departments,  such  as 
laboratory  and  X-ray,  in  effect,  support  underutilized  services  or 
low  revenue  departments,  such  as  emergency  rooms.    The  underlying 
philosophy  is  that  no  patient  should  pay  more  than  the  costs  of  the 
care  he  actually  receives,  and  that  the  public  should  find  other  ways 
to  support  services  where  actual  unit  costs  are  more  than  patients  or 
third  parties  are  willing  to  pay  for.    This  raises  questions  as  to 
whether  the  rate  setting  program  would,  could  or  should  relax  this 
policy  in  the  interests  of  supporting  losing  hospital -based  services 
the  HSA  might  wish  to  encourage,  either  because  they  meet  a  real 
community  need  or  because  they  might  help  reduce  overall  health 
expenditures  in  the  area  over  the  long  term,  e.g.,  patient  education, 
hypertension  screening,  home  care,  emergency  medical  service  training, 
etc. 

The  troublesome  issue  of  cross-subsidization  will  probably 
become  more  evident  as  moves  are  made  towards  multi -hospital  arrange- 
ments and  systems,  where  special  problems  of  cost  analysis  and  cost 
allocation  routinely  arise.    Rate  setting   and  certificate  of  need 
policies  and  decision  rules,  as  we  have  already  noted,  are  almost 
entirely  geared  to  single  institution  reviews.    Difficulties  can  be 
illustrated  by  some  experiences  of  the  Samaritan  Health  Services  (SHS) 
in  Arizona.    This  multi -hospital  system,  based  in  Phoenix,  embraces 
a  715  bed  urban  medical  center,  the  Good  Samaritan  Hospital,  three 
suburban  hospitals,  an  ambulatory  care  facility  at  the  Grand  Canyon 
(converted  from  a  former  hospital),  and,  up  until  recently,  three 
hospitals,  each  less  than  40  beds,  in  the  eastern  and  northeastern 
rural  areas  of  the  state.    SHS  also  operates  an  air  ambulance  service, 
AIR-EVAC,  that  is  used  throughout  Arizona  to  transport  patients  from 
remote  areas  to  metropolitan  hospitals.  Shared  services  include.- 
laundry;  printing;  financial  services;  materials  management;  personnel 
services;  data  processing;  biomedical  communications;  facilities 
engineering,  etc. 
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Unfortunately,  the  fact  of  participation  in  the  SHS  system 
does  not  appear  to  reduce  the  familiar,  seemingly  universal  demands  of 
medical  staffs  to  introduce  the  latest  high  technology  in  their 
suburban  hospitals.    Because  such  services  are  all  already  available 
at  Good  Samaritan  Hospital  in  Phoenix,  the  SHS  corporate  planners, 
rather  than  yielding  to  these  pressures,  have  introduced  a  free  shuttle 
van  to  transport  suburban  hospital  patients  there  for  renal  dialysis, 
CAT  scans,  ultra  sound,  rehabilitation  evaluation  and  certain  other 
special  services.    The  costs  of  the  van  will  be  met  by  the  various 
special  service  departments  through  the  anticipated  increases  in  their 
revenue.    Even  if  the  transport  system  loses  money,  the  amount  of  the 
subsidy  would  be  miniscule  compared  to  the  costs  of  duplicating  the 
various  services  in  the  other  hospitals. 

A  rate  setting  program  that  prohibited  cross  subsidies  would  not 
allow  management  the  option  of  undertaking  such  an  arrangement,  since 
ancillary  service  revenues  could  not  be  used  to  support  other  cost 
centers.    Instead,  each  patient  would  presumably  pay  a  fare,  no  matter 
how  large,  that  reflected  the  actual  costs  of  the  van  operation.  This 
might  well  scuttle  the  venture.    Other  types  of  rate  setting  programs 
might  be  even  more  discouraging.    Under  the  New  York  formula  system,  for 
example,  the  costs  of  a  new  service  such  as  the  van,  would  first  require 
approval,  via  an  appeals  process,  then,  full  costs  would  not  be  reflected 
in  the  rates  for  a  full  two  years.    Happily,  these  potentially  counter- 
productive consequences  of  rate  setting  will  probably  not  occur  in  this 
particular  situation,  due  to  the  unique  character  of  the  Arizona  rate 

review  program.    Here5  hospital  budget  reviews  are  conducted  by 
committees  of  the  HSAs ,  subject  to  final  approval  by  the  state.  Since 
the  Central  Arizona  HSA  has  a  strong  policy  on  regional ization  of  special 
services,  the  rate  question  will   probably  be  resolved  accordingly. 

However,  although  the  Arizona  rate  review  system  may  adapt  well 
to  that  particular  intra-HSA  situation,  it  has  not  been  equally 
successful  in  encouraging  the  outreach  of  SHS  to  its  rural  hospital 


-95- 


affiliates.    In  1974  and  1975,  local  and  state  reviewers  were  critical 
of  the  budgets  submitted  by  these  hospitals,  and  recommended  against 
a  rate  increase  in  one  of  them.    Whatever  the  merits  or  demerits 
of  the  particular  cost  analyses  may  have  been,  the  small  hospitals 
gained  the  impression  from  the  reviewers  that  they  were  paying 
inordinately  high  overhead  for  their  SHS  affiliation,  at  the  same 
time  that  SHS  accountants  claimed  that  the  system  was  consistently 
losing  money  on  the  proposition.    While  other  divisive  factors  were 
also  at  work  -  medical  staff  problems,  rural-urban  tensions,  etc.  - 
the  result  has  been  the  disaffiliation  of  two  of  the  three  hospitals. 

These  events  took  place  before  an  HSA  had  been  organized  in  the 
rural  areas;  a  predecessor  health  planning  agency,  organized  under  a 
Council  of  Governments,  conducted  the  rate  reviews,  assisted  by  staff 
from  the  state.    It  was  not,  apparently,  concerned  with  the  regional - 
ization  goals  and  objectives  that  were  thwarted  by  this  outcome.  Nor 
was  the  planning  unit  in  the  Arizona  Department  of  Health  Services 
called  on  to  olay  a  mediating  role.    Our  interviews  with  the  review 
committee  and  staff  involved  reveal  that  the  matter  was  perceived  as 
important  only  because  it  culminated  in  a  test  of  strength  between  SHS 
and  the  state  over  the  specific  rate  increase  request;  the  larger 
implications  for  regional  planning  of  the  subsequent  disaffiliations 
of  the  hospitals  are  not  mentioned. 

Thus,  within  the  same  state  and  the  same  mul tihospi tal  system, 
we  find  examples  of  both,  good  and  poor  coordination  of  planning  and  rate 
setting  policy.* 


The  P.L.  93-641  agencies  in  Arizona  are  particularly  active  in  efforts  to 
link  planning,  rate  review  and  regulatory  policies.    The  above  examples 
illustrate  the  special  problems  occasioned  by  multi-hospital  system  reviews. 
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Absence  of  Data  to  Inform  Policy  Choices  for  Cost  Containment 

A  fundamental  obstacle  to  the  development  of  common  policies  among 
planners  and  regulators  is  the  lack  of  objective  evidence  as  to  whether 
any  given  planning  or  regulatory  approach  actually  reduces  costs  or  merely 
shifts  them.    The  planner's  view,  according  to  the  intention  of  P.L.  93-641, 
is  to  embrace  total  health  system  costs  and  benefits,  expressly  including 
long  term  cost  consequences  of  particular  types  of  actions,  taken  or  not 
taken.    In  fact,  however,  because  the  basic  data  are  lacking  that  might 
provide  HSAs  or  SHPDAs  any  systemwide  perspective  of  health  expenditures 
necessary  to  accompany  their  required  analyses  of  systemwide  needs  and 
resources,  they  are  bound  to  be  profoundly  frustrated  when  they  attempt 
to  grapple  with  the  intricacies  of  systemwide  cost  containment.  In 
particular,  it  will  be  impossible  to  analyze  the  cost  benefit  relation- 
ships of  various  courses  of  action. 

This  absence  of  information  far  transcends  the  immediate  problem 
of  helping  regulatory  agencies  avoid  counterproductive  decisions  such 
as  we  have  illustrated  above.    It  goes  to  the  root  of  the  difficulties 
HSAs  and  SHPDAs  are  bound  to  encounter  in  developing  their  own  health 
plans  designed  to  improve  the  health  status  of  their  populations  in 
the  most  cost  effective  manner.    For  example,  these  planners  have  no 
information  to  show  the  lifetime  costs  of  care  of  patients  with  avoidable 
illnesses  or  conditions,  such  as  lung  cancer,  birth  trauma-induced 
cerebral  palsy,  al cohol -induced  driving  accidents,  or  burn  injuries. 
Nor  can  they  quantify  either  income  loss    or  welfare  payments  occasioned 
by  avoidable  illness,  serious  disability,  or  death  in  their  areas. 
Thus,  any  case  they  might  wish  to  make  for  dollar  investments  in  preven- 
tion is  apt  to  be  considered  do-good  rather  than  a  hard-nosed  resource 
allocation  category  of  activity. 

Similarly,  there  is  no  firm  evidence  to  show  the  comparative  costs 
of  comparable  care  rendered  in  alternative  care  settings.*     Even  for 

*  An  analysis  conducted  in  Massachusetts  on  the  cost  of  home  care  services 
at  the  Medicare  standard  of  skilled  nursing  care  facility  requirements 
showed  them,  in  1976,  to  be  about  $200  per  day  (Kinzer,  1977). 
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episodes  of  care  in  acute  hospitals,  moreover,  data  that  could  be  made 
available  to  planners  from  third  party  payers  and/or  rate  setting  programs 
relate   almost  exclusively  to  institutional  statistics  and  their  operating 
and  capital  costs;  they  almost  never  are  patient  related,  enabling  categor- 
ization according  to  classes  of  case  complexity.  Moreover*  due  to  the 
present  lack  of  links  between  billing  systems  and  the  few  patient  dis- 
charge abstract  systems  that  currently  operate  statewide,  painstaking 
data  gathering  and  analysis  are  required  to  compare  the  actual  direct 
costs  of  treatment  for  patients  with  identical  conditions  receiving 
identical  services  in  different  hospitals.  (For  reports  of  hospital 
costing  according  to  case  mix,  see  Thompson,  Fetter  and  Mross  (1975) 
and  unpublished  reports  from  the  Massachusetts  Eye  and  Ear  Infirmary, 
Boston,  Massachusetts.)    Finally,  there  are  no  data  on  the  comparative 
risks  and  benefits  to  patients  who  receive  the  same  or  different  levels 
and  mixes  of  diagnostic  and,  treatment  services  at  different  costs  for 
the  same  conditions,  expressed  in  terms  of  changes  in  these  patients' 
physical  and  psychic  functioning,  reduced  pain  and/or  longer  life. 

The  age  adjusted  death  rate  remains  the  only  universal  and 
relatively  reliable  statistic  by  which  to  measure  changes  in  the  health 
of  populations  over  time.  Even  here,  only  in  respect  to  infant  deaths 
are  there,  in  some  few  states,  fairly  good  tie-ins  to  the  antecedent 
circumstances  of  these  infants'  care,  prenatally  and  at  delivery,  and 
there  is  no  corresponding  data  on  the  costs  of  such  health  care. 

This  unfortunate  situation  is  summarized  in  DHEW's  Health  Statistics 
Plan  for  Fiscal  Years  1978-1982  (1977),  which  reports: 

Data  on  the  costs  of  delivering  care  in  varying  health  settings 
and  modalities  are  virtually  nonexistent.  To  a  large  extent, 
this  is  due  to  varying  cost  centers,  different  use  and  categor- 
izations of  similar  types  of  health  care  personnel  and  the  lack 
of  'performance'  criteria.  .  .  .the  cost  of  alternative  courses 
of  treatment,  including  costs  of  hospital  episodes,  in  relation 
to  diagnosis  and  outcome,  is  currently  unknown. 
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For  their  part,  certificate  of  need  and  rate  setting  agencies  are 
equally  handicapped  by  lack  of  essential  information  on  institutional 
costs.    While  reams  of  data  are  available  to  them  in  cost  and  budget 
reports  that  often  comprise  60  pages  of  forms,  they  have  no  clear  ways 
of  identifying  the  particular  targets  of  excess  costs  against  which 
mutual  efforts  might  be  most  fruitfully  employed.    While  we  know  that 
these  sources  include  unnecessary  surgery;  overutil ization  of  ancillary 
services;  duplication  of  high  cost  technology  and  medical  programs; 
excess  standby  beds;  and  inefficient  management,  no  weighting  has  yet 
been  performed  to  indicate  where  the  greatest  payoffs  from  controls 
would  be  likely  to  arise.    Thus,  rather  than  adopting  cost  containment 
policies  aligned  with  planning,  their  efforts  at  control,  and  those  of 
PSROs, must  adopt  shotgun  approaches. 

In  short,  besides  the  many  structural  and  legal  obstacles  to 
developing  action  policies  that  can  be  shared  by  health  planners  and 
regulatory  bodies,  the  fundamental  data  they  require  to  analyze  the 
benefit  to  cost  relationships  of  the  various  policy  alternatives  are 
lacking.    Thus,  despite  DHEW  guideline  charges  to  the  Planning  Act 
agencies  to  construct  their  plans  and  to  conduct  their  reviews  in 
the  framework  of  cost  containment,  they  will  not  really  be  able  to 
do  so  in  any  scientific  manner.    For  the  time  being,  all  parties 
must  be  content  with  incremental  partial  approaches,  systematically 
evaluated  to  the  extent  possible.  One  hopes  that  these  approaches  will 
be  designed  to  prevent  cost  shifting  in  the  name  of  control. 

Conclusion 

If  the  P.L.  93-641  agencies,  rate  setting  bodies  and  other  relevant 
state  regulatory  agencies  are  to  implement  their  respective  programs  in 
ways  that  reinforce  each  other  in  movement    towards  the  common  goals 
enunciated  in  the  national  planning  guidelines,  they  will    have  to  come 
to  grips  with  a  number  of  difficult  policy  questions.    Examples  include: 
the  proper  extent  of  physician  autonomy,  the  future  role  of  medical 
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centers,  the  basis  for  arriving  at  judgments  of  community  "need,"  the 
degree  to  which  the  wisnes  and  feelings  of  special  populations  deserve 
special  consideration,  the  responsibility  of  planners  and  regulators  to 
assure  the  public  about  the  character  and  competence  of  institutional 
providers,  and  about  quality  of  care  rendered,  and,  finally,  the  proper 
role  of  prof itma king  in  the  provision  of  health  services. 

Because  resolving  such  questions,  or  even  debating  them  openly, 
puts  all  who  are  involved  at  considerable  political  risk,  temptations 
to  avoid  the  exercise  will  always  be  strong.    Yet  unless  central  policy 
issues  are  faced,  the  criteria  and  review  procedures  that  CON  and  rate 
setting  bodies  develop  and  adopt  are  likely  to  be,  at  best,  inconsistent 
with  planning  goals  and,  at  worst,  contradictory.    Furthermore,  signals 
to  providers  are  likely  to  remain  ambiguous,  and  the  present  confusion 
of  short  run  versus  long  run  cost  control  objectives  is  likely  to  be 
perpetuated. 

Moving  toward  policy  agreement  between  those  who  develop  and  try 
to  implement  HSA  and  state  plans  and  those  who  administer  regulatory 
programs  requires  that  the  structural  barriers  to  interagency  cooperation 
noted  in  the  previous  section  be  recognized,  and  that  efforts  be  made  to 
overcome  them.    In  addition,  it  may  require  modification  of  certain  state 
laws  to  allow  more  discretion  to  regulatory  agencies.    It  also  requires 
that  these  agencies  be  willing  to  reexamine  some  of  their  existing  opera- 
tional policies  in  the  light  of  the  goals  and  objectives  of  the  newly 
emerging  health  plans.    Finally,  it  requires  that  much  better  information 
be  available  on  which  to  base  policy  decisions. 

All  of  this  demands  that  the  parties  be  willing  to  work  together  on 
policy  questions,  and  that  both  state  governors  and  federal  agencies  expect 
and  encourage  them  to  do  so. 
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VI.  ISSUES  SURROUNDING  COMPLEMENTARY  STRATEGIES  FOR  CHANGE 


As  we  noted  earlier,  the  two  tiered  review  system  that  P.L.  93-641 
establishes  between  HSAs  and  SHPDAs  offers  unique  opportunities  for  the 
regional  and  state  agencies  to  develop  complementary,  synergistic  strategies 
for  stimulating  providers  to  move  in  the  direction  of  such  common  goals 
and  policies  as  they  develop. 

To  take  advantage  of  those  opportunities,  however,  requires  that 
both  parties  understand  and  appreciate  each  others'  powers  and  limitations, 
so  that  the  strengths  of  each  can  be  utilized,  and  the  points  of 
inherent  weaknesses  avoided.    However,  because  HSAs  and  regulatory 
agencies  have  as  yet  few  grounds  upon  which  to  base  mutual  trust,  and 
because  of  their  fundamentally  different  structures  and  approaches  to 
effecting  change,  it  would  be  all  too  easy  for  them  to  fall  out  of 
step  in  the  review  process,  sending  different  signals  to  providers  that 
would  further  complicate  an  already  difficult  task  of  policy  communi- 
cation.   This  section  reviews  some  of  the  fundamental  differences  in 
approach  to  reviews  that  must  be  expected  from  the  two  types  of  agencies. 

HSA  Strategies  to  Accomplish  Change 

Health  planners  in  HSAs  are  always  acutely  aware  of  the  limitations 
on  their  power  as  they  seek  to  implement  whatever  policies  they  decide 
to  pursue.  To  be  sure,  the  Planning  Act  gives  HSAs  responsibilities  for 
conducting  the  three  types  of  reviews:  new  institutional  services,  approp- 
riateness, and  federal  program  funding.    However,  in  no  case  do  they  have 
final  authority.    Their  function  is  to  recommend,  not  decide;  the  only 
sanction  they  ran  exercise  is  to  make  unfavorable  recommendations  to  the 
state  on  specific  institutional  projects,  and  to  DHEW  on  public  health 
programs.    Aside  from  the  area  resource  development  funds    which  will  . 
eventually  be  available,  they  have  no  financial  incentives  to  offer 
providers.    Thus,  to  move  towards  whatever  goals  they  adopt  they  must 
develop  special  capabilities  to  act  as  middleman  between  contending  local 
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actors,  pushing  their  own  agency's  interests  ahead  incrementally  during 
the  process.    The  tradeoffs  and  compromises  they  arrange  rarely  satisfy 
any  one  individual  interest  completely,  but  over  the  long  run,  they  must 
suit  everyone's  collective  interest.  As  Mechanic  (1972:  2)  observes,  the 
various  health  care  actors  "resent  significant  restructuring  unless  it 
appears  that  there  is  something  in  it  for  them." 

Such  a  strategy  depends,  above  all,  on  recognizing  the  particular 
goals,  strategies  and  sensitivities  of  the  participants  in  the  local 
health  care  system.    HSAs  secure  leverage  by  capitalizing  on  their 
knowledge  that  "providers"  and  "consumers"  are  seldom  unified  groups, 
but  instead  often  represent  diverse  and  competing  interests.  The 
conflicts  that  occur  between  owner-operator  nursing  homes  and  chain 
nursing  homes,  between  optometrists  and  ophthalmologists,  between 
church  hospitals  and  city  hospitals,  between  medical  center  specialists 
and  general  practitioners,  between  inner  city  and  suburban  institutions 
to  cite  a  few  of  many  possible  examples  -  offer  opportunities  for 
constructive  behind-the-scenes  mediation  in  the  development  of  specific 
project  proposals. 

Similarly,  HSAs  can  capitalize  on  their  knowledge  that  their 
consumer  members  may  have  widely  differing  aspirations,  particularly  as 
regards  a  goal  such  as  cost  control.    Some  may  fear  loss  of  access  to 
a  convenient  health  facility;  some  may  hope  for  relief  from  health  insur 
ance  fringe  benefits  being  paid  out  to  employees;  some  may  be  looking 
for  new  ambulatory  care  centers  to  serve  a  special  minority  group;  some 
may  be  quietly  promoting  hospital  expansion  in  a  locality  where  they 
have  real  estate  interests. 

Finally,  each  provider  and  each  consumer  on  HSA  boards  and 
committees  may  be  pursuing  several  simultaneous  objectives  which  are  not 
always  internally  consistent  and  whose  salience  shifts  over  time. 

Taking  advantage  of  the  variety  of  provider-consumer  interests  on 
his  board,  the  HSA  executive  builds  his  strategy  of  plan  implementation 
around  his  ability  to  form  ad  hoc  coalitions  around  specific  issues  as 
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they  arise.    To  the  extent  that  acceptable  solutions  are  found,  he  can 
generate    the  political  capital  he  needs  to  effect  system  change,  or, 
at  the  least,  to  head  off  deleterious  action.    Such  a  strategy  demands 
that  all  parties  in  his  polyglot  constituency  have  trust  that  their 
interests  are  being  considered  seriously  and  fairly,  and  that  at  all 
costs,  the  dialogue  among  the  actors  be  kept  going.    Given  the  lack 
of  formal  power,  alienation  or  disaffection  of  any  one  group  is  highly 
threatening  to  the  HSA  enterprise. 

This  strategy  contrasts  sharply  to  that  of  regulatory  bodies, 
which  is  dictated  by  constraints  of  law  as  well  as  those  of  politics. 

State  Regulatory  Approaches  to  Change 

Regulators  make  decisions,  not  recommendations.    They  are  reactive 
rather  than  anticipatory  in  their  methods  for  change;  they  can  only  res- 
pond case  by  case  to  the  applications,  budget  requests,  appeals,  etc., 
that  providers  bring  before  them,  and  the  terms  of  their  authority 
require    that  they  only  mete  out  prohibitions,  not  rewards.  Their 
enabling  laws  and  state  administrative  practice  acts,  as  we  have  seen, 
strictly  circumscribe  their  discretion  to  respond  flexibly  to  special 
and  changing  circumstances,  and  to  promote  innovation.    Thus,  they  place 
heavy  reliance  on  guidelines,  standards  and  processes  that  can  be 
applied  equally  to  all  comers.    In  theory,  at  least,  the  regulatory 
strategy  is  to  maintain  a  strictly  arms  length  and  adjudicatory 
relationship  with  the  institutions  being  regulated  and  to  reach  deci- 
sions solely  according  to  objective  criteria.    Although  the  scope  is 
narrow,  these  decisions  are  legally  enforceable,  backed  by  the  police 
power  of  the  state. 

Understandably,  regulators  are  apt  to  view  the  activities  of  area 
planners  as  suspect,  since  they  try  to  work  closely  with  providers  on  their 
corporate  planning.    Also,  HSAs  are  understandably  envious  of  the  direct  power 
regulators  apparently  have  at  their  disposal.  If  they  themselves  must 
walk  softly,  they  count  on  the  regulators  to  wield  the  big  stick  frequently 
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enough  so  that  providers  know  that  authority  is  there  to  back  up  policy. 
The  many  limitations  on  the  real  power  of  regulators  are  not  fully 
appreciated,  and  failure  of  state  agencies  to  act  in  difficult  situations 
is  sometimes  interpreted  as  weakness  on  the  part  of  the  actors. 

The  de  facto    limits  on  the  power  of  regulators  are  well  docu- 
mented in  non-health  fields,  and  are  also  familiar  to  students  of  state 
health  licensing  and  inspection  agencies  (O'Donoghue,  1974).  However, 
they  have  not  yet  been  authoritatively  documented  in  respect  to  certifi- 
cate of  need  and  rate  setting  regulation.    One  reason  may  be  that  the 
limitations  of  regulation  often  do  not  surface  for  some  period  of  years 
after  the  inception  of  a  regulatory  program,  after  the  issues  that  gave 
it  birth  are  no  longer  at  the  center  of  public  attention  (Noll,  1971). 
Some  of  the  familiar  signs,  however,  are  already  in  evidence  in  most 
of  the  states  where  our  field  studies  are  being  conducted. 

First,  regulators  are  reluctant  to  make  tough  decisions  against 
cert.,M-.»  ;  roviders  when  they  believe  that  higherups  in  their  agency  may 
choose  to  modify  them  in  response  to  political  pressure.  Intervention 
from  the  Governor's  office,  from  Congressmen  and  from  state  legislators 
is  not  at  all  uncommon  in  respect  to  certificate  of  need  decisions  that 
seem  likely  to  go  against  the  interests  of  some  particular  constituencies. 
Threats  to  agency  budget  appropriations,  veiled  or  direct,  are  not 
easily  disregarded.    A  staff  member  in  one  of  the  state  certificate  of 
need  programs  where  we  interviewed  told  us,  for  example: 

It's  not  unusual  to  have  some  state  legislator  drop  by  the  office 
and  announce:  "I  want  to  talk  to  you  about  the  X  nursing  home 
application.    Since  I've  come  on  the  Ways  and  Means  Committee, 
I've  gotten  pretty  interested  in  your  activities  over  here." 

When  they  talk  about  an  application,  it  is  invariably  to  back 
it.    It  isn't  any  secret  that  our  certificate  of  need  operation 
constitutes  only  a  small  fraction  of  our  total  department  budget. 
So  how  do  you  weigh  the  benefits  of  a  10  to  20  bed  addition  to 
some  nursing  home  against  a  potential  slash  of  millions  from  the 
department's  budget?    I've  also  had  the  experience  of  finding 
myself  on  the  front  pages  of  the  newspaper  over  an  application  - 
referred  to  as  a  'ding-dong  regulator.'    Well,  I  used  to  put  up 
a  fight  once  in  a  while,  but  I  guess  they've  finally  got  me  tamed. 
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In  addition,  state  legislators  may  take  up  the  cudgels  for  a  constit- 
uent provider  by  filing  special  bills  to  override  a  particular  regulatory 
decision,  or  to  exempt  a  particular  institution  from  regulatory  purview. 
Such  bills,  pertaining  to  both  rate  regulation  and  certificate  of  need,  have 
become  an  annual  feature  of  the  Massachusetts  regulatory  scene. 

Second,  valid  norms  of  performance  on  which  to  base  regulatory  deci- 
sions on  hospitals  are  exceedingly  difficult  to  construct  and  may  be 
vulnerable  to  nullification  by  the  courts.  (The  question  of  criteria  and 
standards  will  be  discussed  more  fully  in  Part  III.)    Even  where  the  regu- 
latory agency  has  a  defensible  case,  the  process  of  litigation  and  appeals 
may  extend  over  many  years,  draining  the  energies  and  resources  not  only  of 
the  regulatory  program  but  of  the  larger  agency  of  which  it  is  a  part.  Often, 
the  relation  of  the  state  Attorney  General's  office  to  the  regulatory  agency 
and  to  the  governor  becomes  a  key  factor. 

Third,  the  actual  enforcement  of  regulatory  decisions  often  poses 
serious  problems,  both  because  inspection  staffs  may  not  be  sufficient  in 
numbers,  and  because  attempts  at  enforcement  are,  again,  often  followed  by  a 
succession  of  appeals,  resort  to  the  courts  and  to  legislators. 

Finally,  if  the  regulatory  agency  decisions  make  sufficiently  strong 
enemies,  new  state  laws  may  weaken  its  authority  and/or  insure  replacement 
of  its  offending  top  staff.    Bills  that  would  drastically  weaken  the  regula- 
tory agencies  in  such  ways  are  currently  before  legislatures  in  three  of  the 
five  states  where  our  case  studies  are  being  conducted,  i.e.,  Massachusetts 
(certificate  of  need),  Connecticut  and  New  Jersey  (rate  setting). 

For  all  these  reasons,  regulators  may  be  reluctant  to  exercise  the 
full  legal  authority  provided  them  by  law  in  situations  that  are  likely  to 
be  strongly  contested.    Instead,  whenever  possible,  as  their  programs  mature, 
they  usually  try  to  resolve  difficulties  by  means  that  avoid  direct  confron- 
tations.   Thus,  they,  too,  often  engage  in  bargaining  with  providers. 
Negotiations  may  take  place  up  front,  during  reviews  of  proposed  rulemaking, 
or  behind  the  scenes  on  individual  cases.    In  certificate  of  need  programs, 
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this  often  takes  the  form  of  hospitals  complying  with  conditions  the 
regulator  wants  to  impose,  in  return  for  favorable  action  on  the 
application.    In  rate  setting  programs,  negotiation  may  come  either  at 
the  stage  of  budget  reviews  or  of  appeals. 

In  short,  HSAs  and  regulators  alike,  but  each  for  different 
reasons,  are  reluctant  to  take  strong  stands  in  the  face  of  strong 
adverse  provider  reaction,  and  neither  has  the  power  to  offer  providers 
positive  rewards  for  modifying  their  actions  to  conform  to  the  agencies' 
announced  objectives.    Thus,  in  the  final  analysis,  both  their  carrots 
and  their  sticks  are  quite  small.    Also,  when  they  do  act,  they  are 
exposed  to  the  full  burden  of  protest  from  the  particular  providers  and 
consumers  whose  interests  they  threaten,  while  the  benefits  of  their 
actions,  such  as  lowered  costs,  fall  elsewhere  -  dispersed  widely  but 
thinly  among  individual  payers,  Blue  Cross  subscribers,  the  state  and 
federal  government.    Dunham  and  Marmor  (1976:  668}  note  that:  "Giver 
this  unbalanced  political  market,  planning  agencies  will  typically 
avoid  the  difficult  controversial  decisions  needed  to  restructure  the 
health  industry."    The  same  observation  might  well  hold  for  certificate 
of  need  and  rate  setting  programs. 

This  state  of  affairs  could,  on  the  one  hand,  predispose  the  HSA 
and  relevant  state  and  local  regulatory  bodies  to  work  closely  in 
concert,  thereby  affording  mutual  protection  against  political  onslaught 
and  retaliation.    However,  bitter  antagonisms  can  be  created  if  one  of 
the  partners  steps  out  of  line,  advertently  or  inadvertently  leaving 
the  other  to  shoulder  the  blame.    Despite  the  newness  of  the  HSAs, 
this  is  already  a  recurring  problem.    It  has  assumed  critical  propor- 
tions in  some  states  where  we  are  conducting  case  studies.    As  the 
executive  director  of  one  HSA  put  it: 

In  this  state,  no  one  knows  who's  in  charge,  if  anyone.  They 
have  all  the  legal  authority,  we  have  none.    But  they  want  us 
to  do  their  dirty  work  for  them.  They  ask  you  to  be  their  point 
man,  but  you  get  the  feeling  you're  going  along  in  that  minefield 
and  there's  no  one  coming  on  behind. 


-106- 


In  New  York  City,  for  example,  the  state  agency  and  the  New  York 
City  HSA  agreed  that  there  is  a  surplus  of  approximately  5,000  hospital 
beds  in  the  city's  public  and  private  hospitals,  and  that  this  was  a 
major  factor  in  excess  costs  contributing  to  the  fiscal  crisis  in  state 
and  city  alike.  Early  in  1976,  they  announced  their  determination  to 
close  down  this  excess  capacity  in  the  interest  of  cost  control.  The 
HSA  cooperated  by  identifying  specific  hospitals  and/or  hospital 
services  that  should  be  considered  for  closing.    In  doing  so,  it  exposed 
itself  to  a  storm  of  local  protest  of  the  kind  that  most  threatens 
organizational  stability.    It  was  then  up  to  the  state  and  the  city  to 
act.    By  law,  as  we  have  already  noted,  the  State  Department  of  Health, 
after  appropriate  reviews,  has  the  powers  to:    a)  decertify  hospitals,  and 
b)  impose  rate  penalties  on  hospitals  with  low  occupancy.  Correspondingly, 
the  city  has  budgetary  power  over  the  revenues  of  its  public  hospital 
system.    So  far,  however,  neither  the  state  nor  the  city  has  been 
willing  to  employ  these  powers  to  the  extent  necessary  to  carry 
out  the  HSA  recommendations.    After  almost  a  year  of  inaction, 
the  Governor  and  Mayor  of  New  York  City  finally  arrived  at  a  strategy 
for  implementation.    They  would  jointly  appoint  a  temporary  "health 
czar"  to  whom  they  would  delegate  authority  to  effect  the  closings, 
hoping  to  insulate  themselves  from  the  political  pressures  such 
closings  will  generate  (Sullivan,  1977:  1,56).    In  addition  to  the 
five  separate  official  state  and  city  positions  this  man  would 
occupy,  it  was  proposed  that  he  become  chairman  of  the  executive 
board  of  the  New  York  City  HSA.    The  problem  then  became  how  to 
identify  a  mutually  agreeable  choice  of  czar. 

Wnether  or  not  this  solution  will  eventually  work  in  New  York, 
the  case  illustrates  the  relative  impotence  of  HSAs  and  state  and  city 

*  The  "czar"  would  have  the  official  title  of  Director  and  Coordinator 
of  Health  for  New  York  City,  but  would  simultaneously  serve  in  the 
following  positions:    Health  Services  Administrator,  Chairman  of  the 
Health  and  Hospitals  Corporation  and  Chairman  of  the  Interagency  Health 
Council.    On  the  state  level,  he  would  hold  two  positions:    deputy  state 
health  commissioner  for  New  York  City  and  deputy  director  of  the  State 
Health  Planning  Council. 
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governments  to  implement  jointly  agreed  on  policies  in  the  face  of 

-janized  oppositions  even  in  a  ;risis  environment,  despite  legal  power 
that  would  appear  to  be  sufficient  to  accomplish  their  joint  purpose. 
One  major  issue  that  emerges  is  how  to  avoid  such  confrontation  situations 
by  having  local  institutions  made  aware  of  long  range  plans  for  moves 
such  as  system  shrinkage  long  enough  in  advance  so  that  the  industry  can 
be  given  responsibility    for  making  its  own  plans  for  orderly  phase-outs. 

A  closely  related  issue  is  how  to  deal  with  the  problem  of  physician 
staff  privileges,  and  how  to  encourage  the  development  of  appropriate 
referrals  for  tertiary  care  services.    Still  another  issue  is  how  to  prevent 
avoidance  or  delays  in  regulatory  enforcement  at  the  state  level  to  back 
up  such  forceful  recommendations  as  HSAs  may  make.    Unless  such  problems 
are  resolved,  it  is  likely  that  rather  than  facing  the  wrath  of  irate 
physicians,  hospital  workers  and  consumer  groups  that  inevitably  will 
oppose  moves  such  as  hospital  closings,  all  parties  concerned  will  be  tempted 
to  retreat  to  the  type  of  symbolic  politics  described  by  Dunham  and  Marmor 
(1976:  667-670),  i.e.,  busily  engage  in  the  processes  of  planning  and 
regulatory  activities  to  manifest  symbolic  response  to  a  growing  public 
problem  without  evei   u-.i-ing  whatevet  radical  step:  may  be  necessary  to 
deal  with  it. 

Cone  I  us  ion 

HSAs  and  state  agencies  may  be  expected  to  encounter  difficulties 
in  devising  common  strategies  for  policy  implementation  due  to  differences 
in  the  type  of  authority  under  edict  they  functions  the  differences  in  the 
extent  and  nature  of  their  power,  and  their  fundamentally  different 
approaches  to  the  problems  of  accomplishing  social  change.    Health  planners 
at  the  local  level  achieve  their  purposes  through  bargaining  and  informal 
ad  hoc  incentives,  with  emphasis  on  rewards,  albeit,  as  we  have  seen,  by 
necessity  very  limited  ones.    Regulators  are  generally  considered  to 
operate  according  to  what  Charles  Schultze  terms  the  command/control 
model,  with  emphasis  on  penalties.    However,  the  powers  of  regulators  are 
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in  many  cases  more  apparent  than  real.    If  HSAs  and  state  regulatory  bodies 
understand  each  other's  approaches,  they  can  begin  to  devise  mutually 
helpful  strategies.    Unless  they  do,  tensions  and  mutual  frustrations  are 
apt  to  be  engendered  that  will  set  them  at  odds,  and  encourage  providers 
to  continue  to  resist  change  rather  than  to  accommodate  to  it,  and  to 
play  off  one  set  of  reviewers  against  the  other. 
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VII.  ISSUES  SURROUNDING  BUDGET  AND  STAFFING 


The  adequacy  of  the  resources  allotted  to  P.L.  93-641  agencies  for 
carrying  out  their  assigned  responsibilities  will  clearly  be  a  major 
determinant  of  their  performance.    While  this  paper  can  only  briefly 
deal  with  overall  questions  of  funding  and  staff,  they  must  at  least  be 
noted  since  they  inevitably  will  influence  the  nature  and  degree  of 
interagency  cooperation  both  sought  for  and  likely  to  be  achieved. 


Budget  Allotments 


The  Planning  Act,  as  we  have  seen  in  Part  I,  gives  both  HSAs 
and  SHPDAs  an  extensive,  prescribed  workload   of  program  administration 
and  reports,  plan  development  and  project  reviews.    Furthermore,  in  a 
well  meant    effort  to  assure  equitable  review  processes,  DHEW's  first 
published  review  regulations,  those  for  new  institutional  services, 
set  forth  extensive,  detailed  procedural  requirements  that  put  heavy 
demands  on  staff  time,  particularly  during  the  initial  phases  of  the 
program  before  routines  are  established.*   Subsequent  regulations 


*  To  illustrate,  for  each  application  for  new  institutional  services,  the 
regulations  require  that  the  persons  affected  be  notified  of  the  schedule 
for  the  review,  the  period  during  which  they  may  request  a  public  hearing, 
and  the  manner  in  which  they  can  learn  the  time  and  place  of  any  such 
hearing.  "Persons  affected,"  as  defined  in  the  regulation,  include  at  a 
minimum  the  person  whose  proposal  is  being  reviewed,  the  state  agency  for 
each  state  in  which  all  or  any  part  of  the  agency's  health  service  is 
located,  HSAs  serving  contiguous  areas,  health  care  facilities  and  HMOs 
located  in  the  health  service  area,  rate  setting  bodies  and  "those 
members  of  the  public  who  are  to  be  served  by  the  proposed  institutional 
health  service."  (Federal  Register,  1977). 

HSAs  and  the  SHPDA  must,  therefore,  a)  decide  on  some  division  of 
responsibility  for  the  tasks  of  notification,  so  as  to  avoid  duplication 
and,  b)  develop  joint  policy  on  notification  procedures  (certified  mail, 
regular  mail,  newspaper  notices,  etc.)  for  different  classes  of  "affected 
persons."    Last,  but  not  least,  the  HSA,  the  state  agency,  or  both,  must 
compile  and  continuously  update  a  comprehensive  list  of  "affected  persons" 
to  be  notified.    (In  deciding  on  the  size  of  such  lists,  they  must  balance 
practical  considerations  about  the  size  of  budget  items  for  mailing  against 
possible  risks  of  legal    challenges  of  subsequent  review  decisions  by  some 
neglected  "affected  person."    DHEW  regulations  on  notification  are  only  one 
13  other  procedural  requirements  for  review  of  new  institutional  services. 
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regarding  appropriateness  reviews  and  program  approvals  are  likely  to  be 
no  less  demanding.    Finally,  as  we  shall  see  in  Part  III,  both  HSAs  and 
SHPDAs  are  made  responsible  for  developing  many  sets  of  criteria  and 
standards  to  be  taken  into  consideration  during  reviews  -  itself  a 
herculean  task. 

To  carry  out  these  Planning  Act  functions,  designed  to  move  the 
U.S.  health  system  towards  the  overall  goals  of  improved  health  status 
and  access  to  quality,  cost  effective  health  services,  Congress  approp- 
riated approximately  $125  for  fiscal  year  1977.    As  Cain  and  Thornberry 
'1977:  16)  observe,  the  sum  amounts  to  'ess  than  one-tenth  of  one  percent 
of  the  nation's  total  investment  in  health  care  for  the  same  time  period. 
They  continue: 

Put  another  way,  at  the  height  of  the  appropriations  envisioned 
for  this  program,  we  will  be  spending  about  75  cents  per  capita 
on  health  planning.    That  is  hardly  a  major  addition  to  the  more 
than  $600    per  capita    this  society  is  already  spending  on  all 
our  health  activities. 

One  can  also  note  that  the  $125  million  represents  considerably  less  than 
naif  the  annual  advertising  budget  of  the  nation's  tobacco  industry  to 
promote  a  lifestyle  that  results  not  only  in  unncessary  deaths  but  in 
annual  spending  for  medical  care  that  alone  far  exceeds  the  Planning 
Act  budget.    The  appropriation  also  represents  less  than  16  percent  of 
the  market  for  CAT  scanners  during  the  period  -  estimated  to  run  between 
$700  and  $800  million  (American  Hospital  Association,  1977:  10).  These 
illustrations  are  useful  to  bear  in  mind  when  considering  the  relationship 
between  the  resources  available  for  planning  and  regulation  and  the  size 
and  complexity  of  the  system  they  seek  to  influence,  and  should  be 
remembered  in  future  evaluations  of  program  results. 

Given  the  agencies'  very  tight  budgets  in  relation  to  the  scope  of 
their  responsibilities  and  the  numerous  specific  tasks  that  they  are 
required  to  perform,  the  time  of  SHPDA  and  HSA  staff  is  a  commodity  in 
extremely  short  supply.    Particularly  now,  at  the  outset  of  their 
programs,  interactions  between  them  are  primarily  devoted  to  reaching 
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agreement  on  quite  compartmentalized  procedural  matters.    On  the  one 
hand,  these  have  to  do  with  the  development  of  HSPs  that  can  be  fitted 
into  a  cohesive  preliminary  state  plan,  e.g.,  development  of  a  common 
table  of  contents;  on  the  other,  with  developing  compatible  requirements 
for  institutional  reviews,  e.g.,  sequencing  of  steps  and  timetables  in 
the  review  process.    In  consequence,  we  find  that  major  coordi native 
activities  taking  place    among  HSAs  and  SHPDAs  are,  respectively, 
between  their  plan  development  staffs,     and    between  their 
review  staffs.      (See  Exhibit  VI,  page  73.)    So  far,  we  find  little 
interagency  staff  contact  between  those  who  are  developing  HSA  plans 
and  those  who  are  making  certificate  of  need  and  section  1122  decisions. 
While  this  pattern  is  no  doubt  exaggerated  by  the  exigencies  of 
developing  a  new  program,  its    perseverance  would  inevitably  tend  to 
reinforce  the  natural  division  of  interest  that  already  occurs  between 
system  oriented  planners  and  case  oriented  regulators,  and  their  quite 
different  approaches  to  cost  containment. 

Bridging  this  potential  gap  between  plan  development  and  project 
review  activities  and  relating  them  both  to  rate  setting  (as  well  as  to 
licensing  and  PSRO  activities)  requires  above  all  else  the  personal 
attention  of  the  top  executives  of  the  various  organizational  units. 
With  the  competing  demands  on  their  time,  the  headaches  that  inevitably 
attend  maintaining  good  interagency  relationships,  and  all  the  strains 
we  chronicled  earlier,  these  executives  may  well  fail  to  assign  high 
priority  to  such  endeavors. 

In  addition,  since  the  Planning  Act  and  its  subsequent  regulations 
are  silent  on  requirements  for  either  vertical  or  horizontal  SHPDA  and 
HSA  linkage  of  plan  development  and  project  review  functions,  or  specific 
linkage  with  rate  setting,  activities  of  this  sort  are  not  likely  to  become 
a  DHEW  criterion  for  good  SHPDA  or  HSA  management  performance.  Organizations 
naturally  tend  to  devote  their  prime  efforts  to  carrying  out  functions 
on  which  they  will  be  evaluated  for  future  funding.    Thus,  although  all 
parties  may  recognize  that  interorganizational  cooperation  is  highly 
desirable,  the  incentive  structure  created  by  the  act  makes  it  seem  an 
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"extra"  to  be  sought  for  if  feasible,  rather  than  a  central  requirement 
for  a  cohesive  approach  to  common  goals. 

Fortunately,  exceptions  can  be  expected.    First,  in  some  states, 
such  as  Arizona,  SHPDA  agency  leadership  is  already  strongly  committed 
to  the  principle  of  strong  planning  and  regulatory  linkage  to  further 
their  own  short  term  as  well  as  long  term  cost  containment  objectives. 
For  example,  the  Rhode  Island  program,  administered  by  Blue  Cross,  has 
for  some  years  enjoyed  an  unusual  symbiotic  relationship  with  the  local 
planning  agency  that  has  enabled  the  establishment  of  positive  community 
priorities  for  new  medical  programs  to  be  included  in  third  party 
reimbursement  rates  (Leco,  1976).    To  be  sure,  most  state  rate  setting 
programs,  like  planning  agencies,  operate    under  budget  constraints 
that  leave  their  executives  and  staff  scant  time  to  work  with  other 
organizations  on  innovative  ideas.    However,  the  current  contracts  that 
the  Social  Security  Administration  has  entered  into  with  the  seven 
states,  previously  described,  underwrite  the  development  of  various 
improved  approaches  to  rate  setting  that  include  stronger  relationships 
to  SHPDA,  HSA  and  PSRO  activities.*    Hopefully,  the  six  future  rate 
setting  program  experiments  authorized  under  section  1526  will  also  be 
designed  to  include  these  objectives  and  will  provide  funding  to 
encourage  their  realization. 

Legislatures'  deliberate  under  or  over  funding  of  agencies  to 
weaken  or  strengthen  their  effectiveness  in  regulation  can  be  a  power- 
ful factor  influencing  interagency  relations.    We  have  already  noted 
the  proclivity  of  state  legislatures  to  play  budgetary  politics. 
While  it  may  be  hoped  that  exercise  of  the  federal  planning  grant 
mechanism  under  P.L.  93-641  will  serve  to  moderate  these  tendencies, 


*  Rate  setting  programs  in  three  of  the  four  states  in  which  our  case 
studies  are  being  made  are  recipients  of  SSA  contracts  for  methodology 
development,  i.e.,  Connecticut,  Massachusetts  and  New  Jersey.  This 
special  funding  goes  far  to  explain  the  unusual  progress  towards 
linking  specific  planning,  certificate  of  need  and  rate  setting 
activities  in  these  states  noted  in  other  reports  of  the  project. 
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the  ups  and  downs  of  Congressional  appropriations  for  planning  during 
1976  are  not  reassuring.    While  the  Planning  Act  represents  a  definite 
advance  over  the  Comprehensive  Health  Planning  Act  by  prohibiting  the 
funding  of  local  health  planning  agencies  by  the  providers  in  their 
communities,  to  the  extent  that  the  amount  of  funding  for  planning 
and  regulation  remains  a  question,  the  leeway  for  concerned  interest 
groups  to  wield  influence  becomes  the  more  likely  (Wildavsky,  1964). 
In  turn,  rapid  shifts  in  the  relative  power  and  influence  of  different 
units  of  state  government  clearly  affect  their  ability  to  construct 
permanent  cooperative  arrangements  with  other  units. 

Staffing 

One  alleged  problem  with  CHP  b  agencies  was  that  they  were  staffed 
largely  by  general ists.    The  Planning  Act  sought  to  correct  this  by 
requiring  that  HSAs  employ  staff  with  specific  types  of  expertise. 
However,  in  practice,  the  requirement  that  agencies  demonstrate  a 
prescribed  breadth  of  staff  skills  and  technical  competence  may  present 
obstacles  to  successful  recruitment. 

Directors  of  HSAs  interviewed  for  our  case  studies  are  concerned 
that  the  pool  of  people  who  meet  the  qualifications  set  out  in  1512(b)(2) 
is  very  limited;  they  tell  us  that  "entry  level  planners  can't  make  it." 
People  with  technical  skills  plus  experience  are  called  for.    While  the 
combination  of  skills  and  experience  is  difficult  enough  to  find,  there 
are  additional  problems:    low  salaries;  ratios  of  staff-to-population,  and 
affirmative  action  requirements  to  be  met;  experienced  people's  ambivalence 
about  working  for  agencies  in  their  formative  stages;  great  expense  (in 
time  and  money)  involved  in  search  and  recruitment  of  staff,  and  in 
orientation,  once  they  have  been  hired.    Meanwhile,  time  marches  on, 
and  DHEW-required  reports  must  be  furnished  in  spite  of  inadequate 
staff  to  prepare  them.    Again,  this  causes  pressures  of  time  that 
discourages  engagement  in  any  but  required  activities. 

In  addition,  certain  problems  of  staffing  are  generic  to  the 
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administration  of  state  regulatory  programs.    First,  state  government 
rarely  compensates  its  middle  management  and  professional  staff  at  rates 
comparable  to  what  they  could  earn  in  the  industry  they  are  charged  with 
regulating.    Translated  to  certificate  of  need  and  rate  setting  responsi- 
bilities, this  means  that  a  $14,000  or  $15,000  a  year  analyst   or  lawyer  - 
usually  with  an  impossibly  heavy  caseload  -  finds  himself  pitted  against 
providers'  lawyers  and  accountants  who  receive  double  or  triple  his  pay. 

Second,  even  if  sufficient  funds  are  available,  state  merit  system 
regulations  may  prohibit  the  program  from  employing  the  kinds  of  people  it 
needs.    In  Connecticut,  for  example,  the  Commission  on  Hospitals  and  Health 
Care  has  funds  from  its  SSA  rate  setting  experiment  contract  that  would 
enable  it  to  employ  senior  staff  at  industry  competitive  salaries. 
However,  the  state  personnel  office  forbids  it  to  do  so,  since  this  would 
mean  paying  Commission  staff  members  more  than  various  top  officials  in 
Connecticut  state  government  currently  earn.    This  has  put  the  Commission 
in  a  special  bind  since  the  SSA  contract  officer  insists  that  it  pay  the 
higher  salaries  budgeted,  so  as  to  attract  the  calibre  of  staff  the 
project  needs.    The  issue  is  currently  under  negotiation. 

However,  as  Smith  reports,  civil  service  regulations  on  recruiting, 
examining,  hiring,  promoting  and  firing  may  be  even  more  discouraging  to 
the  employment  of  suitable  staff  than  are  state  salary  levels  (Smith,  1976). 
Restrictions  here  are  particularly  onerous  when  programs  need  to  employ 
people  with  highly  specialized  types  of  skills  that  are  not  encompassed 
in  the  traditional  civil  service  classification  system.    A  case  in  point 
is  staff  capable  of  analyzing  the  cost,  volume  of  service  and  patient 
discharge  reports  from  hospitals  to  determine  the  reasonableness  of  costs, 
both  in  relation  to  peer  comparison  groups  of  institutions  and  in  rela- 
tion to  the  characteristics  of  the  populations  the  institutions 
collectively  serve.    A  state  planning  or  rate  setting  program  fortunate 
enough  to  find  an  individual  with  such  skills  must  persuade  the  recruit 
to  put  up  with  months  and  perhaps  years  of  job  uncertainty  while  the 
hoops    and  hurdles  of  civil  service  are  negotiated.    To  get  around  these 
problems,    state  departments  often  hire  temporary  staff  or  consultants  to 
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meet  their  needs.    While  this  may  suit  their  immediate  purposes,  it,  of 
course,  discourages  development  of  interorganizational  relationships  and 
activities. 

A  third  problem  is  that  the  staff  attracted  to  state  health 
regulatory  agencies,  particularly  if  they  have  only  temporary  status,  may 
view  their  jobs  merely  as  entry  points  for  future  employment  in  the 
industry.    Two  types  of  consequences  are  possible.    On  the  one  hand, 
this  situation  could  further  encourage  the  spirit  of  "to  get  along,  go 
along"  while  learning  the  regulatory  system's  ploys.    On  the  other,  the 
job  may  be  viewed  as  a  platform  from  which  to  demonstrate  bargaining 
skills.    Bicknell  and  Walsh  (1976)  note  that: 

.  .  .inadequate  funding  or  certificate  of  need  has  required 
that  program  staff  be  drawn  from  enthusiastic  young  people 
looking  for  frontline  experience.  .  .staff  program  analysts 
are  frequently  offered  high  paying  jobs  by  applicants  who  have 
been  all  the  way  through  the  determination  of  need  process  and 
have  been  impressed  by  the  capabilities  of  the  analysts 
involved. 

Finally,  there  is  apt  to  be  a  high  level  of  turnover  of  top  staff, 
particularly  in  the  thankless  task  of  state  certificate  of  need  reviews. 
For  example,  Massachusetts  has  had  five  directors  of  this  program  in 
three  years.    To  what  degree  this  tendency  will  be  reflected  in  correspond 
ing  turnover  of  the  project  reviewers  at  the  HSA  level  remains  to  be  seen. 
There,  it  would  be  even  more  unfortunate,  since  the  close  familiarity  of 
staff  with  each  institution  in  the  area  over  time  is  one  of  the  keys  to 
improving,  or  discouraging,  project  applications  during  formative  stages. 

The  role  of  the  staff  in  relation  to  CON  project  review  and 
budget  review  committees  is,  of  course,  a  key  factor  in  both  HSA  and 
state  agency  decisionmaking.  While  the  consumer  and  provider  members  of 
the  HSA  subarea  and  full  council  make  the  formal  recommendations  on  each 
project  that  is  forwarded  to  the  state,  in  fact,  they  depend  heavily  on 
staff  analysis  and  advice  in  reaching  these  recommendations.    The  same 
holds  true  at  the  state  level  for  hospital  rate  setting  commissions  and 
certificate  of  need  advisory  bodies;  staff  recommendations  are  rarely 
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countervened. *    Obviously,  a  high  rate  of  staff  turnover  impedes  the  day 
to  day  work  of  the  various  agencies.    It  also  impedes  linkage  between 
planning  and  regulatory  activities  since  each  change  in  key  staff  disrupts 
whatever  informal  network  of  i nterorganizational  relationships  has  been 
developed,  both  horizontally  within  different  units  of  state  government, 
and  vertically,  between  units  of  state  government  and  HSAs. 

Cone! usion 

The  low  level  of  appropriations  for  Planning  Act  funding,  $125 
million  in  1977,  in  relation  to  the  demanding  functions  and  procedures 
it  requires,  discourages  active  linkages  between  planning  and  regulatory 
organizational  units.    The  time  consuming  work  required  to  develop 
cooperation  may  well  be  regarded  by  the  parties  concerned  as  merely  a 
desirable  add-on  type  of  fringe  activity,  rather  than  a  central  respon- 
sibility.   In  addition,  constraints  on  staffing  imposed  by  the  Planning 
Act  requirements,  state  salary  scales  and  merit  systems  may  also  impede 
the  development  of  linkages,  particularly  as  they  encourage  the  employ- 
ment of  consultants  and  temporary  employees  with  high  rates  of  turnover 
and  no  commitment  to  the  larger  enterprise  of  health  system  improvement 
and  overall  containment  of  health  expenditures. 

Nevertheless,  since  concerted  efforts  are  so  clearly  to  the 
advantage  of  all  the  agencies  concerned,  imaginative  leaders  within 
some  states  and  HSAs  are  likely  to  pursue  goals  of  cooperation,  despite 
the  many  obstacles. 


*    As  an  example,  the  New  York  Legislative  Commission  discovered  that  in 
the  random    sample  of  1,226  certificate  of  need  decisions  it  audited  for 
an  eight  year  period,  1968-1976,  the  State  Hospital  Review  and  Planning 
Council  (advisory  to  the  Commissioner  of  Health  in  final  certificate  of 
need  decisionmaking),  concurred  with  staff  recommendations  on  97.4 
percent  of  the  applications  (New  York  State  Legislative  Commission, 
1976:  56). 
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PART  III.    ISSUES  PARTICULAR  TO  P.L.  93-641  REVIEW 


VIII.    ISSUES  SURROUNDING  REVIEWS  OF  NEW  INSTITUTIONAL  SERVICES 


In  Part  II  of  this  paper  we  discussed  some  of  the  quite  formidable 
structural  and  organizational  obstacles  to  the  consummation  of  a  fruitful 
marriage  between  the  plan  development  activities  of  P.L.  93-641  and 
review  and  regulatory  activities.    It  is  entirely  possible,  however, 
that  cooperation  between  and  among  organizational  units  of  SHPDAs,  CON 
programs  and  HSAs,  and  with  rate  setting  bodies,  may  be  easier  to  achieve 
around  specific  review  responsibilities  than  around  questions  of  broad 
policy  and  strategy.    Once  habits  of  cooperative  action  are  established 
to  carry  out  particular  tasks,  they  could  eventually  lead  back  to 
cooperation  on  broader  matters. 

There  are  many  opportunities  for  interorganizational  linkage  in 
preparing  for  and  conducting  reviews  of  new  institutional  services.  This 
section  outlines  some  of  them.    After  first  summarizing  the  provisions  of 
the  Planning  Act  and  its  January  1977  regulations  on  new  institutional 
services  that  specifically  call  for  some  type  of  linkage,  we  will 
consider  issues  in  other  areas  where  cooperation  might  be  useful, 
namely:  in  developing  review  criteria  and  procedures,  in  reaching 
agreement  on  collection  and  exchange  of  needed  information,  in  the 
division  of  labor  at  the  stage  of  individual  project  reviews  and 
follow-up  enforcement. 

The  extent  to  which  HSAs,  SHPDAs  and  rate  reviewers  are  actually 
working  together  now  in  review  activities  varies  considerably  among  the 
states  in  which  we  are  conducting  our  field  studies.    It  ranges  from  high 
in  Arizona  (where,  we  noted  earlier,  HSAs  are  responsible  for  budget 
reviews  as  well  as  reviews  under  the  certificate  of  need  law)  to  low  in 
New  York,  where  the  department  of  health  has  a  long  tradition  of  de 
facto  independence  from  regional  inputs,  and  where  rate  setting  is 
conducted  without  benefit  of  budget  reviews. 
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Review  Processes  Required  in  Law  and  Regulation 


The  Planning  Act  and  its  regulations  have  surprisingly  little  to 
say  about  interchange  between  SHPDAs  and  HSAs  in  their  reviews  of  new 
institutional  services  to  carry  out  section  1122  contracts  or  to 
implement  state  certificate  of  need  laws,  presumably  because  of  the 
differences  in  source   of  authority.  However,  the  possibility  of  USA/ 
SHPDA  agreements  to  share  responsibilities  and  tasks  is  recognized  and 
approved. 

The  law  places  major  emphasis  on  ensuring  open  reviews  and - 
due  process.    Thus,  the  procedures  outlined  for  section  1122  and 
all  three  types  of  reviews  -  new  institutional  services,  existing 
institutional  services,  and  federal  program  funding  concern:* 

-  notification  of  reviews 

-  time  schedules  for  reviews 

-  submission  of  information  for  review 

-  periodic  reporting  by  institutions  subject  to  review 

-  provision  of  written  findings  -  basis  for  final  recommendations 

-  notification  of  review  status 

-  public  hearing  in  course  of  review 

-  public  hearing  for  reconsideration  of  decisions 

-  HSA  appeals  of  state  decisions 

-  appeal  of  state  decision  by  applicant 

-  notification  of  decisions  inconsistent  with  HSP/AIP 
goals  and  priorities 

-  annual  report  from  HSAs  and  SHPDAs  on  the  review  program 

-  public  access  to  applications  and  other  materials 
■  notice  of  intent  for  construction  projects 

-  exceptions  to  use  of  procedures 


*  Since  P.L.  93-641  requires  common  procedures  and  criteria  for  section 
1122  and  certificate  of  need  reviews,  these  will  not  be  separately 
discussed. 
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The  act  and  its  regulations  then  set  forth  a  set  of  minimum 
"general  considerations"  that  HSA  and  SHPDA  reviewers  must  take  into 
account  in  developing  criteria  for  their  reviews  of  new  institutional 
services.    These  are: 

(1)  The  relationship  of  the  health  services  being  reviewed  to 
the  applicable  health  systems  plan  and  annual  implementa- 
tion plan  adopted  pursuant  to  section  1513(b)  (2)  and 
(3),  respectively,  of  the  act. 

(2)  The  relationship  of  services  reviewed  to  the  long-range 
development  plan  (if  any)  of  the  person  providing  or 
proposing  such  services. 

(3)  The  need  that  the  population  served  or  to  be  served  by 
such  services  has  for  such  services. 

(4)  The  availability  of  less  costly  or  more  effective  alterna- 
tive methods  of  providing  such  services. 

(5) * The  immediate  and  long-term  financial  feasibility  of  the 

proposal,  as  well  as  the  probable  impact  of  the  proposal  on 
the  costs  of  and  charges  for  providing  health  services 
by  the  person  proposing  the  new  institutional  health 
service. 

(6)  The  relationship  of  the  services  proposed  to  be  provided 
to  the  existing  health  care  system  of  the  area  in  which 
such  services  are  proposed  to  be  provided. 

(7)  The  availability  of  resources  (including  health  manpower, 
management  personnel,  and  funds  for  capital  and  operating 
needs)  for  the  provision  of  the  services  proposed  to  be 
provided  and  the  availability  of  alternative  uses  of  such 
resources  for  the  provision  of  other  health  services. 

(8)  *The  relationship,  including  the  organizational  relationship, 

of  the  health  services  proposed  to  be  provided  to  ancillary 
or  support  services. 

(9)  Special  needs  and  circumstances  of  those  entities  which 
provide  a  substantial  portion  of  their  services  or  resources, 
or  both,  to  individuals  not  residing  in  the  health  service 
areas  in  which  the  entities  are  located  or  in  adjacent 
health  service  areas.    Such  entities  may  include  medical 

and  other  health  professions  schools,  mul tidiscipl inary 
clinics  and  other  specialty  centers. 


*  The  starred  items  appear  in  regulations  only,  the  remaining  nine  consider- 
ations are  listed  in  section  1532(c)  of  the  act. 


-121- 


(10)  The  special  needs  and  circumstances  of  health  maintenance 
organizations  for  which  assistance  may  be  provided  under 
title  XIII  of  the  act.    Such  needs  and  circumstances 
include  the  needs  of  and  costs  to  members  and  projected 
members  of  the  health  maintenance  organization  in 
obtaining  health  services  and  the  potential  for  a 
reduction  in  the  use  of  inpatient  care  in  the  community 
through  an  extension  of  preventive  health  services  and 
the  provision  of  more  systematic  and  comprehensive  health 
services.    The  consideration  of  a  new  institutional  health 
service  proposed  by  a  health  maintenance  organization  shall 
also  address  the  availability  and  cost  of  obtaining  the 
proposed  new  institutional  health  service  from  the  existing 
providers  in  the  area  that  are  not  health  maintenance 
organizations.    The  criteria  established  by  the  state 
agency  pursuant  to  this  subparagraph  shall  be  consistent 
with  standards  and  procedures  established  by  the  Secretary 
under  section  1306(c)  of  the  act  (see  42  CFR  110.204). 

(11)  *The  special  needs  and  circumstances  of  biomedical  and 

behavioral  research  projects  which  are  designed  to  meet  a 
national  need  and  for  which  local  conditions  offer  special 
advantages. 

(12)  In  the  case  of  a  construction  project- 

(i)  The  costs  and  methods  of  the  proposed  construction, 
including  the  costs  and  methods  of  energy  provision, 
and 

(ii)  The  probable  impact  of  the  construction  project 
reviewed  on  the  costs  of  providing  health  services  by 
the  person  proposing  such  construction  project. 

Several  of  these  considerations  are  compatible  with  older  regulations 
governing  section  1122  reviews;  some  derive  from  preexisting  state 
certificate  of  need  laws;  several  others  relate  directly  to  objectives 
of  the  act  designed  to  promote  cost  effectiveness,  e.g.,  the  availability 
of  less  costly  or  more  effective  alternative  methods  of  providing 
services. 

Closely  allied  to  the  "considerations"  are  required  findings  on 
proposed  additions  to  inpatient  facilities  that  call  for  tests  of  need 
that  may  be  more  stringent  than  reviews  might  choose  to  impose  on  other 
types  of  service.    (For  example,  findings  to  justify  additions  must 
show  that  patients  will  experience  "serious  problems"  of  access,  cost 
etc.,  in  the  absence  of  the  proposed  new  service.) 
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Both  the  HSAs  and  the  SHPDAs  are  directed  to  develop  criteria  based 
on  the  "considerations."*  Neither  the  act  or  the  regulations  include 
directions  or  suggestions  as  to  whether  or  how  these  agencies  should 
coordinate  their  developmental  efforts. 

Rate  setting  agencies  and  SHCCs  have  no  mandated  role  in  the  review 
process.    However,  both  the  HSAs  and  the  SHPDAs  must  circulate  their 
proposed  procedures  and  their  proposed  standards  and  criteria  for  comment 
not  only  to  each  other,  but  to  the  SHCC,  to  rate  setting  bodies  (where 
they  exist)  and  to  other  agencies  with  whom  DHEW  regulations  require 
them  to  coordinate. 

A  few  other  requirements  for  interface  that  appear  as  either  a 
"consideration"  or  a  procedural  requirement  will  be  described  below.  First, 
however,  we  will  discuss  the  relationship  of  review  criteria  to  the  new 
health  system  plans. 

Relation  of  the  Health  Systems  Plans  to  Review  Criteria 

As  the  listing  on  page  VI 1 1-3  shows,  the  HSA  and  state  agency  are 
required  to  consider  the  "relationship  of  the  health  service  being 
reviewed  to  the  applicable  HSP  and  AIP"  as  they  develop  detailed 
criteria  for  their  reviews  of  new  institutional  services.  This 
is  a  notably  weak  statement.    It  in  no  way  requires  that  the  project 
being  reviewed  or  the  individual  review  decisions  be  even  in  general 
conformity  with  the  goals,  objectives  and  priorities  of  the  HSP  and  AIP. 
Nor  is  this  an  inadvertent  omission,  as  the  Secretary's  comments 
accompanying  the  regulations  make  clear  (Federal  Register,  1977:  4018): 

The  Secretary  points  out  that  the  regulations  do  not  require 
that  the  proposed  service  be  consistent  with  either  the  HSP 
or  the  AIP.    They  require  only  that  the  planning  agency  take 
these  plans  into  consideration  in  evaluating  the  proposed  project. 

*  Crane  (1977:  1)  defines  "criteria"  as  "rules  or  measures  on  which  a 
judgment   or  decision  may  be  based.    They  represent  desirable  health 
system  or  services  characteristics  which  have  been  established  as 
agency  pol icy . 11 
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Nor  is  there  any  intent  to  give  priority  to  this  particular 
consideration  by  placing  it  first  on  the  list  of  the  twelve.  On 
the  contrary,  the  official  comment  on  the  regulation  makes  a  point 
of  explicitly  denying  any  such  significance: 

The  Secretary  has  listed  the   criteria  in  the  regulation  in 
the  same  order  as  they  are  listed  in  the  statute.  No 
priority  ranking  is  implied.  .  .  . 

The  permissive  federal  posture  towards  the  use  of  health  plans  to 
guide  specific  project  reviews  under  P.L.  93-641  stands  in  sharp  con- 
trast to  the  position  under  earlier  laws  (when  few  plans  actually 
existed).  Thus,  the  corresponding  directive  in  the  1971  Comprehensive 
Health  Planning  regulation  was  that  reviews  and  comments  should  be 
"in  harmony  with  plans  and  policy."  (U.S.,  DHEW,  1973:  1-2.)  Two  years 
later,  the  regulations  for  section  1122  of  P.L.  92-603  required  that 
the  capital  expenditures  for  health  services  being  reviewed  be 
"consistent.  .  .with  developed  standards,  criteria  or  plans." 
(Federal  Register,  1973.) 

To  the  extent  that  health  plans  incorporate  both  federal,  state 
and  local  policies  about  desirable  directions  for  health  system  change, 
as  P.L.  93-641  seems  to  intend,  the  separation  of  these  policies 
from  review  criteria  and  regulatory  decisions  has  serious  implications. 
It  could  reduce  the  importance  of  such  plans  to  near  zero,  and  make 
their  development  the  kind  of  empty  exercise  that  characterized  much 
of  the  CHP  plan  endeavors.    Instead,  the  review  criteria  that  are 
eventually  selected  might  become  the  basis  of  de  facto  policy,  rather 
than  guides  to  policy  implementation. 

On  the  other  hand,  certain  procedures  required  by  the  act  and  its 
regulations  seemed  designed  to  keep  the  plans  in  the  reviewers'  eyes. 
First,  the  reviewing  agency,     both  the  HSA  and  certificate  of  need  body, 
must  submit  written  findings  stating  the  basis  of  any  final  recommendation 
or  decision  it  reaches.    Thus,  any  marked  deviation  from  HSP/AIP  goals 
and  objectives  will  be  revealed.    Second,  HSAs  can  appeal  state  agency 
decisions.    Gross  contradictions  between  review  decisions  and  HSPs  and 
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AIP  plans  could  be  noted  in  the  appeals.    Finally,  when  the  state  agency 
renders  a  decision  that  is  inconsistent  with  the  goals  of  the  HSP  or 
the  priorities  of  the  AIP,  it  must  submit  a  written  statement  to  the 
HSA  detailing  the  reasons  for  the  inconsistency.    Appeal  bodies  that 
render  decisions  that  are  inconsistent  with  the  plans  must  also  explain 
their  reasons.    This  assures  that  the  plans  will  at  least  be  read  and 
seriously  considered.    Presumably,  too  wide  or  too  frequent  divergences 
between  plans  and  review  decisions  by  certificate  of  need  bodies  would 
receive  pub! i  c  ai  ri  ng. 

In  examining  the  relationship  of  health  plan  development  arrd 
implementation  to  project  review  and  regulation,  therefore,  one  must 
note  the  considerable  ambiguity  that  P.L.  93-641  and  its  regulations 
appear  to  create.    On  the  one  hand,  the  Secretary  apparently  does  not 
regard  the  plans  as  the  recognized  expression  of  policy  for  creating  a 
desirable  health  system  for  an  area  on  which  rules  or  measures  for 
review  of  new  institutional  services  are  to  be  based,  but  rather  only 
one  of  many  factors  to  be  considered.    On  the  other  hand,  reviewers  are 
required  to  justify  any  departures  they  make  from  plan  goals  and  priorities. 

If  institutional  providers  look  to  the  review  criteria  rather  than 
their  HSA  area  plans  for  signals  as  to  what  is  expected  of  them,  (a  possi- 
bility that  is  made  likely  by  the  time  lapse  before  plans  are  finally 
approved),    fully  as  much  staff  effort  ought  to  be  devoted  to  criteria 
development  as  to  the  development  of  the  various  plans,  the  use  of  which 
becomes  conjectural . 

Points  of  Project  Review  Interface  with  Rate  Setting 

Since  rate  setting  bodies  are  not  part  of  the  P.L.  93-641  structure, 
they  do  not  have  to  consider  HSA  plans.    Hopefully,  they  can  be  persuaded 
to  do  so  voluntarily. 

Several  provisions  of  the  Secretary's  regulations  on  procedures 
for  new  institutional  services  review  give  rate  setting  bodies  a 
definite  role.    First,  they  are  included  among  the  "affected  persons" 
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to  whom  notifications  of  individual  reviews  of  applications  are  sent. 
Second,  like  other  "affected  persons,"  rate  setting  bodies  can  request 
a  public  hearing  on  an  application.    Finally,  HSAs  and  SHPDAs  also  send 
them  any  proposals  for  exceptions  to  procedures  that  they  may  request 
of  DHEW. 

All  these  points  of  contact   occur  late  in  the  proceedings,  however. 
Rate  setters  may  enter  their  objections  and  reservations  about  review 
procedures,  review  criteria  and  state  their  views  on  individual 
applications  at  hearings,  but  the  act  and  its  regulations  do  not  elicit 
their  contributions  to  the  process  of  developing  procedures  and  criteria, 
or  at  the  stage  when  individual  applications  are  being  considered  prior 
to  final  reviews.    This  is  unfortunate.    The  careful  spelling  out  of 
procedures  and  considerations  that  underlie  review  criteria  under 
P.L.  93-641  demonstrates  that  the  real  action  in  rsviews  will  take  place 
in  the  preparatory  stages,  not  during  their  actual  conduct.    As  Crane 
(1977:  2-3)  observes: 

The  expectation  that  detailed  planning  by  both  provider  and 
reviewing  agency  has  been  completed  prior  to  the  review  is 
now  apparent. 

This  being  the  case,  while  the  degree  of  rate  setting  participation 
set  out  in  the  regulations  is  a  step  forward,  it  is  a  step  not  taken 
early  enough  in  the  process. 

However,  the  provisions  of  the  act  and  its  supporting  regulations 
only  set  forth  minimum  requirements;  SHPDAs  and  HSAs  have  many  oppor- 
tunities to  build  interfaces  not  only  into  their  own  plan  and  review 
activities  but  to  also  incorporate  contributions  from  rate  setting 
bodies  as  the  ground  rules  for  reviews  are  developed  and  revised. 
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Developing  Criteria  for  Use  in  Reviews 


The  search  for  objective  criteria  and  standards  on  which  both 
corporate  boards  and  external  reviewers  can  rely  as  guides  to  their 
decisionmaking  is  as  old  as  health  planning  itself.    For  example,  a 
formula  that  could  project  the  number  of  pediatric  beds  needed  in  an 
HSA  area  or  subarea  in  1985  could  serve  a  number  of  desirable  purposes: 
it  would  give  advance  notice  to  prospective  hospital  certificate  of 
need  applicants  on  the  rules  of  the  game;  assuming  overbedding,  it 
would  discourage  new  bed  proposals,  and  encourage  corporate  planning 
for  shared  services;  it  would  take  the  onus  of  responsibility  off  the 
reviewers  for  any  subsequent  unpopular  decisions  to  deny  applications 
for  pediatric  bed  replacements;  and,  finally,  if  the  formula  was 
demonstrably  valid,  it  would  provide  the  reviewers  with  a  defense 
against  legal  challenges  based  on  allegations  of  failure  to  observe 
due  process. 

The  Planning  Act  regulations  seek  to  capture  all  these  advantages 
by  requiring  HSAs  and  SHPDAs  to  "adopt  and  utilize  as  appropriate 
specific  criteria  for  conducting  the  reviews  (of  new  institutional 
services)  which  criteria  shall  include  at  least"  the  twelve 
considerations  we  listed  earlier  [Federal  Register,  1977). 
Furthermore,  the  regulations  state  that  the  "criteria  adopted  for 
reviews.  .  .may  vary  according  to  the  purpose  for  which  a  particular 
review  is  being  conducted  or  the  type  of  health  service  reviewed." 
This  recognizes  the  fact  that  in  order  to  pursue  goals  of  cost 
containment  as  well  as  patient  access  and  service  quality,  reviewers 
must  consider  the  particular  components  of  institutional  services, 
rather  than  treating  facilities  as  monolithic  entities.    Thus,  we  found 
that  most  of  the  SHPDAs  and  HSAs  we  visited  would  ideally  like  to  have 
separate  hospital  criteria  for  medical/surgical,  maternity,  pediatric, 
psychiatric  services,  for  outpatient  services,  for  a  range  of  special 
medical  programs  -  burn  centers,  perinatal  care  networks,  open  heart 
surgery  units,  etc.  -  and  for  special  equipment,  such  as  CAT  scanners. 
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Unfortunately,  although  DHEW,  the  state,  and  HSA  review  bodies 
all  may  wish  for  such  libraries  of  criteria  and  standards  to  support 
their  decisions,  a  long  and  difficult  development  period  will 
be  necessary  before  many  valid  quantitative  measures  are  in  fact 
available.    Lewin  and  Associates'  1975  study  of  section  1122  controls, 
previously  cited,  documents  the  paucity  of  existing  criteria.    While  most 
state  and  regional    agencies  had  adopted  criteria  for  acute  hospital  and 
long  term  care  beds,  usually  expressed  as  a  recommended  number  of  beds 
per  1,000  population,  and  made  need  projections  using  the  Hill-Burton 
or  their  own  formulas,  other  types  of  criteria  for  other  types  of  services 
were  in  short  supply  (Lewin  and  Associates,  1975:  3,  28-30). 

Furthermore,  of  the  limited  criteria- that  now  exist,  few  are 
scientifically  constructed  and/or  validated.    This  fact  does  not 
reflect  negligence,  but  rather  stems  from  the  dearth  of  required 
clinical,  cost  and  patient  outcome  data,  and  the  near  impossibility 
of  performing  controlled  planning  experiments  in  the  face  of  the  many 
variables  that  must  be  dealt   with.*   As  one  top  state  planning  official 
remarked: 

There  is  a  common  belief  that  the  criteria  and  standards  now  in 
use  were  arrived  at  by  processes  of  observation,  data  analysis, 
hypothesis  testing  and  evaluation.    In  fact,  when  you  look 
closely  at  their  histories,  you  find  that  most  of  them  simply 
reflect  the  opinions  and  best  guesses  of  some  committee  that 
spent  a  few  sessions  sitting  around  and  discussing  the  problem. 

Section  1501  of  the  planning  law  requires  that  DHEW  develop 
national  guidelines  and  standards  to  be  referred  to  in  plan  development 
and  project  reviews.  In  preparation,  the  Health  Resources  Administration 
commissioned  a  full  scale  review  of  the  criteria  that  had  already 
been  developed  for  the  following  services:    prevention;  laboratory; 
diagnostic  radiology;  nuclear  medicine;  cardiac  catheterization; 
inpatient-medical ;  inpatient-surgical ;  ambulatory  surgical; 
inpatient  obstetrics;  gynecology;  inpatient-pediatric;  renal; 
physical  therapy;  burn;  trauma;  long  term  care;  rehabilitation  and 

*  The  reader  is  referred  to  an  excellent  discussion  of  criteria  for 
project  review  by  Judith  L.  Wagner  in  the  American  Journal  of  Health 
Planning,  April  1977,  pages  11-16. 
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HMOs.    As  might  be  expected  from  the  soft  nature  of  the  data  and  analyses 
on  which  many  of  the  fundamental  criteria  assumptions  were  necessarily 
based,  the  17  resulting  monographs  generated  considerable  controversy. 

Concurrently,  the  Institute  of  Medicine  and  Office  of  Technology 
Assessment  were  addressing  the  question  of  criteria  to  govern  the 
proliferation  of  CAT  scanners.    These  studies,  and  a  more  general 
Brookings  Institute  review  of  the  diffusion  of  new  hospital  technologies 
(Russell,  1977),  demonstrated  the  complications  involved  in  choosing 
evaluation  criteria  appropriate  to  each  technology,  coping  with  what  may  be 
rapid  changes  in  the  item  and  its  costs  during  the  period  of  study,, 
assembling  the  required  data,  and  conducting  parallel  analyses  of  the 
various  alternative  types  of  services. 

Some  Fundamental  Difficulties 

Besides  ever  present  difficulties  with  the  quality  of  the  underlying 
data,  certain  other  fundamental  problems  confront  most  efforts  to  develop 
planning  criteria.    First,  there  is  as  yet  no  agreement  on  the  question  of 
whether  criteria  should  relate  to  optimum  or  minimum  levels  of  performance. 
Wagner  (1977:  15)  reports  that  such  standards  as  are  now  employed  represent 
a  mixed  assortment  of  minimal  and  optimal  conditions.    Second,  there  is  no 
resolution  to  the  question  of  whether   projections  should  be  based  on 
historical  utilization,  cost  and  quality  experience  or  on  normative  standards 
of  what  and  how  many  services  are  appropriate  to  meet  a  population's  needs, 
and  what  they  should  cost  if  delivered  efficiently. 

Both  methods  have  major  pitfalls.    Projections  based  on  historical 
data  assume  an  unreal  world  without  major  population  miggrations,  changes  in 
clinical  medicine,  or  changes  in  the  health  system.    They  further  assume  that 
society  should  perpetuate  present  patterns  of  medical  care  utilization,  i.e., 
that  these  patterns  reflect  the  movement  of  what  Wennberg  (1977:  85)  calls 
the  "invisible  hand  of  a  professional  consensus  that  identifies  needs  and 
dispenses  adequate  therapies."    He  challenges  this  assumption  by  documenting 
wide  differences  in  utilization  experienced  by  populations  he  analyzes. 
But  the  alternative  to  historical  projections  -  normative  judgments  based 
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on  opinions,  with  no  ready  means  of  validation,  may  be  even  riskier  - 
particularly  if  sanctified  into  quantitative  standards  and  frozen  into 
immutable  regulations. 

Furthermore,  to  arrive  at  defensible  standards  to  govern  the 
distribution  of  new  individual  diagnostic  or  therapeutic  services  or 
equipment  takes  a  long  time.    Studies  to  establish  clinical  efficacy, 
such  as  for  the  whole  body  scanner,  may  take  several  years.  Studies 
to  determine  the  costs  to  benefits  of  a  service,  such  as  day  surgery, 
when  administered  in  different  settings  by  different  mixes  of  medical 
manpower  may  take  several  more  years. 

DHEW's  Proposed  National  Guidelines  and  Criteria 

Given  the  low  level  of  the  state  of  the  art  of  criteria  identification, 
DHEW's  Health  Resources  Administration  for  some  time  delayed  proposing 
numerical  criteria  and  standards.    However,  although  these  delays  may  have 
avoided  counterproductive  consequences  likely  to  flow  from  hastily  adopted, 
arbitrary  regulations,  the  burden  was  merely  shifted  to  the  states  and  HSAs. 
Then,  after  a  brief  burst  of  activity  during  August  and  September  1977, 
a  set  of  national  guidelines  and  criteria  were  proposed  and  published  in 
the  Federal  Register  on  September  23rd,  1977.    They  consisted  of  numerical 
standards  for  general  hospital  bed-to-population  ratios,  minimum  occupancy 
rates  and/or  volumes  of  procedures  for  services  such  as  obstetrics,  cardiac 
catheterizations,  etc.,  and  they  established  a  20  bed  minimum  for  pediatrics 
services.    Moreover,  they  were  explicitly  designed  to  complement  the 
Administration's  hospital  cost  containment  bill,  then  pending  before  Congress 
(DHEW,  HRA,  1977b;  2). 

Each  HSA  was  given  a  year  from  time  of  promulgation  to  incorporate 
the  guidelines  in  its  HSP,  and  five  years  to  achieve  the  objectives  then 
stated  in  the  plan. 

Although  an  exceptions  process  was  built  in,  the  guidelines  were 
widely  interpreted  as  a  means  to  execute  massive  hospital  bed  reductions  and 
service  closings  from  the  top  down,  without  regard  to  particular  circumstances 
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in  local  communities  that  would  be  expressed  in  the  bottom-up  health  planning 
Congress  appeared    to  have  sought  for  in  P.L.  93-641.    The  Secretary  received 
over  50,000  comments  from  consumers  and  providers.    To  reaffirm  its  intent, 
the  House  of  Representatives  voted  357-0  to  approve  a  concurrent  resolution 
expressing  the  sense  of  Congress  that  the  guidelines  must  assure  sufficient 
flexibility  for  Health  Systems  Agencies  to  depart  from  the  guidelines  in 
developing  their  plans  (Washington  Report  on  Medicine  and  Health,  1977:  2). 
As  of  December  1977,  when  this  report  was  finally  revised  for  submission, 
DHEW  had  taken  no  further  action. 

State  and  HSA  Criteria 

States  and  HSAs ,  meanwhile,  continue  to  bear  the  responsibility  for 
conducting  their  project  reviews  in  relation  to  large  numbers  of  criteria. 
A  major  issue  is  how  they  can  be  expected  to  develop  them  when  the  federal 
government,  with  far  greater  resources,  encounters  so  many  difficulties. 
Clearly,  the  planning  agencies  lack  funds,  expertise  and  access  to  approp- 
riate data  to  perform  the  necessary  research;  nor  are  planning  centers  so 
equipped.    PSR0  medical  care  evaluation  studies  might  provide  answers, 
but  since  their  results  are  not  to  be  made  public,  they  will  not  be 
helpful . 

It  is  probable,  therefore,  that  instead    of  attempting  to  develop 
true  criteria  of  the  twelve  "general  considerations"  SHPDAs  will  either 
adopt  admittedly  thinly  based  criteria  that  have  already  been  developed  and 
battle  for  their  acceptance  as  regulations,  or  will  (with  HSAs)  fashion 
certain  intermediate  rules  that  can  serve  their  purposes  until  such  time  as 
more  definitive  standards  are  available.    The  second,  more  prudent  course 
will  not  satisfy  the  regulatory  agencies,  since  the  more  detailed  and 
specific  their  rules,  the  less  subject  they  are  to  due  process  challenge. 
However,  as  administration  of  the  various  local  building  and  health  licens- 
ing codes  has    demonstrated  all  too  well,  highly  specific  "cookbook"  regu- 
lations often  add  greatly  to  capital  and  operating  costs  in  their  sacrifice 
of  management  flexibility  and  review  discretion.    Also,  as  we  shall  see 
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later,  premature  adoption  of  hard  and  fast  numerical  standards  may 
in  fact  stimulate  rather  than  suppress  increases  in  health  spending. 

In  either  case,  the  relation  of  SHPDA's  criteria  development  to 
that  of  the  HSA  is  crucial.    Without  statewide  agreement  on  specific 
criteria,  opportunities  for  confusion  and  appeals  will  be  legion. 


Whose  Values  Do  the  Criteria  Reflect? 


When  we  recognize  the  large  part  that  judgment  and  opinion  play 
in  constructing  review  criteria,  the  question  of  who  should  be  responsible 
for  their  development  takes  on  special  significance.    The  key  question 
becomes,  whose  values  are  being  promoted?    On  what  assumptions  do  the 
criteria  rest?    An  example  from  standards  and  criteria  recently 
proposed  for  the  allocation  of  long  term  care  beds  in  Massachusetts 
illustrates  how  assumptions  taken  by  two  separate  departments  within  the 
same  state  government  can  result  in  vastly  different  conclusions  (Massachu- 
setts Department  of  Public  Health,  1976:  2-3):* 

.  .  .our  conclusion  that  only  17  percent  of  Chronic  Disease/ 
Rehabilitation  hospital  patients  are  appropriately  placed  depends 
on  the  use  of  Department  of  Public  Health  criteria.    More  liberal 
Department  of  Public  Welfare  criteria  would.  .  .reach  a  revised 
estimate  that  56  percent  of  the  patients  in  CDRHs  are  appropriately 
placed.    The  Department  of  Public  Welfare  criteria  differ  from  the 
Department  of  Public  Health  criteria  in  that  they  include  among  those 
appropriate  for  CDRH  placement  heavy  nursing  care  patients, 
patients  whose  behavior  creates  difficult  management  problems, 
and  patients  who  need  at  least  weekly  physician  visits.  However, 
it  was  decided  that  the  more  stringent  criteria  be  used.  .  . 

As  subsequent  debate  on  these  and  other  related  standards  showed  (see 
footnote,  p.  11-19),  the  familiar  tensions  generated  by  conflicting  goals 
of  cost  containment,  quality  and  access  are  apt  to  surface  vigorously  in 


*  The  problems  of  national  "need"  projection  are  illustrated  by  the  wide 
differences  in  recent  estimates  of  the  surplus  of  short-term  general  hospital 
beds  in  the  U.S.    These  range  from  41,000  to  100,000  -  more  than  a  two-fold 
difference.    See  the  policy  statement  by  the  Institute  of  Medicine, 
Controlling  the  Supply  of  Hospital  Beds,  National  Academy  of  Sciences, 
Washington,  D.C.,  October  1976,  pages  7-16. 
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public  debate  on  "need"  criteria  if  concerned  parties  are  not  systematically 
represented  in  the  development  process  before  the  stage  of  public  hearings. 
While  advisory  panels  are  helpful,  choice  of  members  to  secure  proper  balance 
is  difficult,  since  resolution  of  the  issues  demands  clinical,  epidemiolog- 
ical, planning,  legal  and  economic  expertise.    P.L.  93-641  gives  a  wide  range 
of  concerned  parties  the  right  to  comment  on  proposed  criteria  before  adop- 
tion, but  gives  no  corresponding  assurance  that  their  views  will  be  heeded. 
For  good  or  ill,  this  thrusts  controversial  items  into  the  political  arena. 

The  Respective  Roles  of  SHPDA  and  the  HSAs 

In  the  absence  of  overriding  federal  regulations,  the  act's  provisions 
appear  to  invite  duplication  of  efforts  by  HSAs  and  SHPDAs  and  dangers 
from  incompatibility.    Their  instructions  that  individual  HSAs  and  SHPDAs 
be  responsible  for  adopting  their  own  criteria  says,  in  effect,  "let  a 
thousand  flowers  bloom."    This  allows  agencies  maximum  flexibility  to 
choose  criteria  appropriate  to  local  circumstances.    However,  considering 
the  number  of  different  types  of  criteria  to  be  developed,  and  the 
number  of  agencies  that  might  independently  develop  them,  the  potential 
for  duplication  of  effort  and  contradictory  results  seems  great.  In 
addition,  wide  differences  in  quantitative  criteria  designed  to  deal 
with  the  same  problem  may  provide  grounds  for  legal  challenges.  For 
example,  if  the  New  Jersey  Department  of  Health  decrees  that  no  CAT 
scan  equipment  can  be  installed  in  a  medical  service  area  unless  the 
existing  scanner  is  operating  at  a  capacity  of  at  least  4,000  scans  per 
year,  some  affected  hospitals  may  well  point  to  a  corresponding 
Massachusetts  standard  of  3,000  scans  as  evidence  of  their  state's 
"arbitrary  and  capricious"  regulation. 

In  some  states,  HSAs  are  taking  the  lead  in  developing  review 
criteria.    Committee  involvement  is  usually  heavy.    Here,  the  SHPDA 
may  provide  technical  assistance  and  serve  in  a  coordinating  role. 
In  Arizona,  for  example,  the  HSAs  have  the  prime  responsibility  for 
conducting  reviews  of  new  institutional  services;  the  director  of 
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the  Department  of  Health  Services  has  indicated  that  as  a  matter  of 
policy,  local  planning  agency  recommendations  will  be  overruled  by 
the  state  only  in  unusual  circumstances  or  when  due  process  has  been 
violated.    In  consequence,  while  the  state  may  offer  technical 
assistance  in  criteria  development  to  HSAs  that  wish  it,  they  are 
encouraged  to  adopt  ihe ; r  own.    In  such  circumstances,  the  issue 
becomes  how  to  secure  compatibility  among  the  HSAs  themselves,  if 
indeed,  this  seems  desirable.    In  Arizona,  marked  differences  in 
the  character  of  the  institutional  service  systems  between  the 
metropolitan  and  sparsely  settled  areas  of  the  state  call  for  very 
different  types  of  review  criteria,  and,  in  any  event,  the  large 
land  area  makes  travel  to  frequent  meetings  infeasible. 

The  SHPDAs  we  visited  make  varying  degrees  of  effort  to  involve 
HSAs  in  their  criteria  development  efforts.    States  that  have  long  estab- 
lished certificate  of  need  programs  administered  according  to  their  own 
criteria  are  unlikely  to  give  sudden  priority  to  cooperative  efforts 
with  HSA  staff  for  developing  the  newly  required  ones.    Rather,  development 
work  is  apt  to  be  an  internal  SHPDA  staff  effort,  assisted  by  advisory 
committees  that  include  HSA  representation.    Since  the  state  has  the 
authority  to  promulgate  regulations,  the  SHPDA  may  assume,  or  even  require, 
that  HSAs  will  follow  its  review  criteria.    In  Connecticut,  a  small,  densely 
populated  and  relatively  homogeneous  state,  continuing  state-HSA 
communications  are  designed  to  forestall  inadvertent  divergences 
(Sweetland,  1977:  pp.  42-54).    In  New  Jersey,  the  Department  of  Health 
staff  has  drafted  an  extensive  set  of  criteria  for  general  hospitals  that, 
according  to  the  official  policy  statement,  "shall  apply  to  all  facility  and 
service  planning  within  the  state."*    (New  Jersey  Department  of  Health, 
1976:  3),    The  state  also  drafted  a  set  of  proposed  standards  and  criteria 
for  services  to  be  regionalized,  including:    perinatal,  CAT  scanners,  cardiac 


*  Standards  and  guidelines  include:  size  (no  hospital  should  have  less  than 
200  or  more  than  500  beds);  minimum  volumes  for  deliveries,  pediatric 
services,  etc.;  minimum  rates  by  hospital  service;  compliance  in  region- 
al ization,  cooperative  arrangements,  etc. 
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diagnostic  facilities;  and  hemophilia  centers.    Though  the  HSAs  may  adopt 
additional  ones  for  their  reviews,  they  are  expected  to  be  guided  by  the 
state's  criteria,  once  these  become  incorporated  into  regulations. 
The  Assistant  Commissioner  of  Health  observed: 

Our  department  was  given  the  authority  to  regulate  the  hospitals 
under  the  police  power  of  the  state,  through  regulations.    We  see 
the  HSAs  as  our  agents  in  carrying  out  this  responsibility. 
However,  if  it  wishes,  an  HSA  may  apply  for  a  waiver  in 
application  of  a  criteria. 

HSAs  may  welcome  the  SHPDA's  assumption  of  responsibility  for 
drafting  criteria  for  many  tertiary  care  services,  since  such  services 
often  require  statewide  population  bases  on  which  to  calculate  utilization 
patterns,  and  since  decisions  at  the  state  level  insulate  them  from 
pressures  from  hospitals  and  specialists  physicians  that  they  would 
otherwise  experience.    In  addition,  HSAs  and  SHPDAs  both  gain  by 
avoiding  the  conflects  that  can  occur  when  different  organizations 
prescribe  different  mechanisms  for  regionalization. 

SHPDAs  and  HSAs  sometimes  develop  criteria  independently  and  then 
work  out  successful  compromises.    Sweet! and  and  Altman's  case  (1978) 
describes  the  manner  in  which  a  common  policy  was  developed  for  phased-in 
acquisition  of  CAT  scanners  by  Boston  area  hospitals.    Here,  the  SHPDA, 
the  Boston  HSA,  the  Massachusetts  Hospital  Association  and  the  Massachusetts 
Rate  Setting  Commission  managed  over  a  three  year  period  to  accommodate 
their  different  organizational  goals  to  reach  a  working  agreement. 
Laborious  efforts  were  necessary  to  overcome  the  many  obstacles  to 
arriving  at  such  agreement.    No  sooner  had  it  been  reached  than  an  end 
run  by  one  powerful  provider  suddenly  threatened  the  result.    By  showing 
the  steps  involved  in  arriving  at  regulatory  criteria  and  review  procedure 
for  just  one  -  admittedly  complicated  -  tertiary  care  service,  the  case 
demonstrates  the  magnitude  of  the  task  P.L.  93-641  is  requiring  of  SHPDAs 
and  HSAs  in  asking  for  criteria  to  support  its  twelve  "considerations." 

Conflicts  are  more  likely  to  occur  between  SHPDA  regulators  and  HSA 
reviewers  around  the  application  of  state  formulas  of  bed  needs  and  needs 
for  secondary  services.    In  part,  this  may  stem  from  the  greater  consumer/ 
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provider  concern  with  access  than  cost,  noted  earlier.  In  part,  however, 
it  stems  from  real  dangers  inherent  in  the  application  of  large  area  need 
projections  to  small  area  populations.    As  Klarman  (1977)  observed: 

Unlike  the  provision  of  manufactured  products,  which  can  be 
transported,  the  rendering  of  a  personal  service  requires  that 
the  provider  and  consumer  come  together.    By  its  very  nature, 
the  health  service  market  is  circumscribed.  .  . 

Thus,  accurate  demographic  analysis  and  population  projections  are  crucial 
to  the  success  of  local  health  planning.    But  the  smaller  the  numbers  in 
a  statistical  distribution,  the  weaker  their  reliability;  the  accuracy  of 
projections  is  bound  to  be  poorer  for  a  small  area  than  for  a  state. 
Furthermore,  not  only  are  immigration  and    emigration  difficult  to  predict 
under  the  best  of  circumstances,  but  random  forces  in  the  environment  - 
a  mill  closing,  a  new  road,  a  new  housing  development,  the  arrival  of 
a  new  group  of  medical  specialists  -  can  quickly  invalidate  the  most 
carefully  calculated  projections. 

A  case  we  looked  at  in  New  York  illustrates  the  problem  (Brown, 
1977a).  In  1966,  a  community  hospital  located  in  a  rural  upstate  county 
applied  for  a  certificate  to  build  a  40  bed  extended  care  facility.  In  the 
course  of  various  reviews,  the  regional  and  state  planning  agencies  per- 
suaded the  hospital  board,  as  a  condition  for  certification  and  to  meet 
state  standards,  to  add  100  beds,  including  an  additional  18  beds  in  a 
renovated  OB  unit.    By  the  time  this  unit  actually  opened  in  1974,  eight 
years  later,  all  financing,  architectural  and  construction  requirements 
finally  having  been  met,  the  area's  birthrate  had  plummeted,  a  new  inter- 
state highway  had  bypassed  the  town,  and  new  physician  referral  patterns 
had  been  established  that  sent  many  patients  elsewhere  for  their  hospital 
care.    In  consequence,  the  OB  service  is  running  about  35  percent.  Should 
the  rate  setting  arm  of  the  State    Department  of  Health,  the  same  agency 
that  had  recommended  upgrading  the  hospital's  OB  service,  and  that  had 
approved  its  certificate  of  need,  now  impose  financial  sanctions  and,  in 
effect,  require  the  hospital  to  close  down  the  newly  built  beds?  The 
issue  is  a  general  one  that  is  likely  to  arise  with  increasing  frequency 
as  regulation  becomes  more  widespread. 


-136- 


Responsibility  for  Bad  Criteria  - 


and  Credibility 


Who  is  responsible  when  the  regulators'  criteria  produce  decisions 
that  in  hindsight  prove  to  have  been  wrong?    And  who  should  pay  for  the 
consequences?    In  New  York,  where  after  ten  years  of  a  strong  certificate 
of  need  law  and  six  years  of  rate  setting  that  permitted  penalties  for 
underutilized  services,  the  presence  today  of  some  11,000  excess  hospital 
beds  makes  the  issue  a  very  real  one  in  terms  of  cost  containment  policy 
(The  New  York  Times,  1977).    However,  mistakes  can  occur  both  ways. 
Present  day  regulators,  in  their  naste  to  remove  excess  capacity,  could, 
with  an  aging  population,  create  shortages  down  the  road,  requiring  a  new 
cycle  of  expensive  capital  expansion  at  inflated  prices. 

Finally,  one  must  address  the  question  of  the  credibility  of 
numerical  planning  standards,  essential  if  courts  are  to  uphold  review 
decisions  based  on  them.    One  legal  commentator  observes  (Stoltz,  1977) 

.  .  .the  planners,  in  deciding  specific  cases,  must  make  not 
technical  decisions  about  how  most  effectively  to  implement 
a  single  policy,  but  rather  must  choose  between  conflicting 
objectives  or  goals.    We  are  back  home.  .  .to  the  place  where 
many  lawyers  have  been  for  some  time:    deeply  skeptical  of 
the  power  of  technical  expertise  to  resolve  fundamental 
policy  controversies.  The  faith  in  expertise  that  once 
supported  the  creation  of  independent  administrative 
agencies  has  largely  vanished.    I  do  not  believe  that 
changing  the  label  and  calling  it  planning  is  going  to 
convert  the  doubters  into  "born  again"  adherents  to  faith 
in  objective  expertise. 

Participation  of  Rate  Setting  in  Criteria  Development 

The  identification  of  criteria  to  support  the  general  considerations 
of  financial  feasibility  of  proposals  and  their  short  and  long  run  impact 
on  costs  [review  consideration  #5)  is  particularly  difficult  for  SHPDAs 
and  HSAs  since  they  are,  for  the  most  part,  inexperienced  in  the  analysis 
of  cost  data.    Thus,  in  many  states  with  rate  setting  programs,  the 
participation  of  rate  setting  staff  in  developing  such  criteria  is  being 
actively  sought. 
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The  distinction  between  "financial  feasibility"  and  "cost  impact" 
considerations  is  important.    The  former  assures  the  reviewer  of  the 
applicant's  ability  to  secure  the  wherewithal    to  carry  out  the  intended 
project;  the  latter  seeks  to  predict  the  effects  of  the  project  on 
costs  that  the  public  will  ultimately  have  to  bear. 

Various  criteria  to  establish  financial  feasibility  have  long 
been  employed  by  banks,  bonding  authorities  and  certificate  of  need 
programs  to  guide  their  decisions.    Section  1122  approvals  are  usually 
one  of  the  elements  of  the  aquation,  since  they  affect  future  Medicare 
and  Medicaid  reimbursement.    Similarly,  in  most  areas  of  the  country, 
certificate  of  need  approvals  figure  into  the  equation  by  virtue  of 
Blue  Cross  contract  conformance  provisions  and  rate  setting  conformance 
requirements.    If  the  1977  Carter  proposal  becomes  law,  conformance  with 
the  SHPDAs8  new  institutional  review  decisions  would  become  a  nationwide 
requirement  for  federal  program  reimbursement  (U.S.  Senate,  1977). 
Furthermore,  the  applicant  institution  would  also  have  to  show  that 
the  costs  of  the  proposed  program  could  be  supported  within  whatever 
limits  of  increased  annual  revenue  are  set  by  law. 

Criteria  to  govern  decisions  on  what  is  an  appropriate  level  of 
cost  impact  from  a  new  institutional  service  are  almost  impossible  to 
establish  in  the  absence  of  a  budgetary  framework  for  health  care 
expenditures  for  a  region  or  state.    Without  this,  the  question 
inevitably  becomes  a  value  judgment  on  how  much  is  too  much.  The 
Carter  proposal  for  a  cap  on  allowable  increases  in  hospital  operating 
costs  and  capital  expenditures  would  supply  an  intermediate  measure. 
The  voluntary  cap  negotiated  between  Rhode  island's  hospitals,  its 
Blue  Cross  plan    and  the  state    illustrates  how  decision  rules  can  be 
arrived  at  within  such  a  frame  of  reference  if  regional  rather  than 
individual  institution  caps  were  to  be  mandated.    In  addition,  most 
rate  setting  programs  from  year  to  year  informally  or  formally  adopt 
some  target  figure  for  a  ceiling  on  hospital  price  increases  in 
their  jurisdiction  or  Blue  Cross  plan  area. 

All  such  measures  deal  with  only  part  of  the  problem,  since 


-138- 


they  disregard  the  cost  impact  of  changes  in  noninsti tutional  health 
services.  Also,  they  concentrate  exclusively  on  short  term  impact. 
Given  the  labor  intensive  nature  of  the  hospital  industry,  this  may 
set  up  incentives  to  forego  short  term  spending  that  may  reduce  long 
term  costs.    However,  rate  setting  bodies  that  have  acquired  familiarity 
with  hospital  financial  management  through  years  of  annual  budget 
reviews  are  closer  to  understanding  the  kinds  of  tradeoffs  likely  to 
be  involved  than  are  certificate  of  need  agencies  and  HSAs.    Also,  as 
we  shall  see  later  in  this  section,  they  are  in  a  better  position  to 
perform  cost  impact  analysis. 

Up  to  the  present  time,  rate  setting  programs  have  rarely 

solicited  the  cooperation  of  state  planning  bodies  as  they  drew  up 

their  own  criteria  for  budget  reviews.    Nor  do  their  enabling  laws 

require  comment  on  their  criteria  from  planning  agencies,  even  those 

that  concern  rates  for  new  services.    However,    the  Washington  State 

Hospital  Commission  worked  with  staff  from  the  state  planning  agency 

during  the  development  of  its  initial  review  procedures  and  criteria. 

The  system  of  hospital  classification  that  underlies  the  program's 

comparative  cost  analyses  reflects  the  planning  perspective  in  that, 

alone  among  rate  setting  programs,  it  systematically  accounts  for  differ- 
ences in  the  characteristics  of  populations  in  different  hospital 

service  areas. 

Cooperation  in  Preparing  for  Reviews 

The  question  of  how  closely  SHPDAs,  HSAs  and  rate  setting  bodies 
should  relate  to  each  other  in  the  conduct  of  actual  project  reviews  is 
open  to  debate  on  both  philosophical  and  practical  grounds.    First,  it  can 
be  argued  that  since  each  of  these  agencies  is  likely  to  put  different 
degrees  of  emphasis  on  the  overall  goals  of  access,  quality  and  cost 
containment,  the  inevitable  tensions  created  are  healthy  ones.  If 
serious  conflicts  occur,     it  is  perhaps  best  that  they  be  brought  out 
into  the  open  and  settled  through  the  political  process.    Second,  a 
large  proportion  of  the  decisions  to  be  made  by  those  who  review  new 
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institutional  services  and  those  who  set  rates  for  hospitals  are  routine 
in  nature  and  would  not  necessarily  benefit  from  outside  assistance, 
particularly  in  view  of  the  difficult  logistics  of  cooperative  activity. 
Finally,  and  perhaps  most  important  in  the  view  of  agencies  concerned, 
since  all  their  required  activities  are  apt  to  be  seriously  understaffed, 
the  burden  of  attending  extra  meetings,  exchanging  information,  and 
undertaking  special  analyses  for  other  peoples'  programs  (for  which  they 
would  get  little  or  no  credit),  could  become  heavier  than  the  benefits 
to  be  gained. 

On  the  other  hand,  there  are  strong  arguments  for  cooperation  at  the 
pre-review  stage.    Since  the  most  successful  regulation  is  self-regulation, 
setting  unequivocal  ground  rules  that  institutional  providers  know  will 
be  applied  in  almost  all  instances  automatically  cuts  down  on  the  number 
of  undesirable  applications  submitted.  Conversely,  when  inconsistencies  and 
divisions  among  reviewers  are  revealed,  providers  are  almost  challenged  to 
find  ways  to  beat  the  system.    By  the  same  token,  clear  signals  to  providers 
serve  to  lighten  agencies'  workloads. 

There  are  also  obvious  gains  from  a  well  thought  out  division  of 
labor.    If  different  agencies  can  be  assigned  particular  roles  in  the 
review  process,  according  to  their  special  capabilities,  one  may  expect 
more  effective  use  of  scarce  staff  resources.    We  have  already  referred  to 
the  unfamiliarity  of  HSA  and  state  certificate  of  need  staff  with  cost 
data,  and  the  unfamiliarity  of  rate  setting  staff  with  the  uses  of 
population-based  data.    Both  such  agencies  can  gain  by  being  able  to  draw 
on  the  expertise  of  the  other  for  special  analysis.    Even  more  important 
for  achievement  of  cost  containment  goals  is  the  change  in  perspectives  of 
the  two  staffs  that  might  result  from  their  regular  communication.  However, 
the  boundaries  and  precedence    of  their  separate  functions  have  to  be 
understood  and  agreed  upon,  and  ground  rules  established  to  limit  the 
number  of  specific  proposals  and/or  activities  in  which  they  will  jointly 
engage. 
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Identifying  Key  Corporate  Plans  at  the  Preproposal  Stage 


Nevertheless,  the  danger  of  unnecessary  demands  on  staff  time  from 
overly  close  interagency  activities  is  very  real.    The  issue  becomes 
how  to  separate  routine  proposals  that  are  best  handled  separately  from 
proposals  where  planned  communication  among  SHPDA,  HSA  and/or  rate  setting 
bodies  is  likely  to  yield  some  appreciable  payoff,  recognizing  that  only 
a  relatively  few  proposals  during  the  course  of  a  year  have  potential  for 
effecting  significant  long  run  dollar  savings.    Besides  deciding  on 
an  appropriate  categorization,  it  is  essential  to  learn  about  institutions' 
corporate  plans  far  enough  in  advance  of  a  formal  CON  application  to  influence 
their  content.    While  the  required  letter  of  intent  gives  the  review  agencies 
some  advance  notice,  it  usually  comes  too  late  in  the  process  of  planning 
major  institutional  projects.    In  all  the  states  we  are  observing,  the 
staff  of  planning  agencies  work  closely  with  the  providers  months  (and 
in  some  cases,  years)  in  advance  of  a  formal  application  for  certificate 
of  need.    All  agree  that  it  is  at  this  point  where  their  leverage  to 
achieve  change  is  greatest.    Behind  the  scenes  bargaining  in  advance  of 
the  public  regulatory  show  is  also  a  common  characteristic  of  rate  setting. 
This  informal  communication  allows  both  sides  to  make  adjustments,  and 
prevents  the  battles  that  neither  side  likes  -  those  waged  in  the 
newspapers  and  in  the  chambers  of  the  state  capitol. 

The  capability  for  identifying  projects  early  will  be  immeasurably 
improved  when  all  the  institutions  subject  to  review  begin  submitting  the 
long  range  plans  that  the  Planning  Act  requires  to  be  considered  in  project 
reviews  (review  consideration  #2).    Once  such  plans  become  available,  they 
can  be  monitored  to  spot  institutions  with  projects  that  deserve  special 
anticipatory  attention  by  the  HSA,  SHPDA,  rate  setting  body  and  such  other 
agencies  as  seem  indicated. 

In  the  meantime,  other  means  must  be  found  to  identify  incipient  pro- 
jects that  might  profit  from  linkage.    For  example,  the  SHPDA  and  HSAs  might 
agree  to  use  the  same  criteria  they  employ  for  exceptions  from  DHEW 
prescribed  timetables,  where  long  review  times  are  sought  for  major  cost 
influencing  projects. 
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A  Forum  of  Pre-Review  Communication 


In  the  course  of  deciding  on  specific  ways  in  their  pre-review 
activities  which  might  be  most  helpfully  conjoined  in  influencing  the 
development  of  important  projects,  the  cooperating  parties  -  SHPDA,  HSAs 
and  rate  setting  -  might  also  profitably  discuss  the  kinds  of  issues 
outlined  in  Section  V  of  this  paper.    Even  though  substantive  agreements 
are  not  likely  to  be  quickly  reached,  and  though  debate  may  be  acrimonious, 
addressing  fundamental  policy  questions  openly  in  this  forum  may  diffuse 
potentially  destructive  confrontation  in  future  case-by-case  review 
decisions. 

Many  other  questions  also  need  to  be  systematically  considered, 
formally  or  informally,  to  arrive  at  coordinated  review  policies.    One  concerns 
the  extent  to  which  conditions  can  or  should  be  attached  to  review  recommenda- 
tions and  approvals,  what  conditions  are  appropriate,  and  whether  the  state 
or  the  HSA  should  attach  them.*   Another  concerns  strategies  for  dealing  with 
instances  where  two  or  more  institutions  submit  proposals  that  are  directed 
at  filling  the  same  need  in  a  community.    The  qualifications  of  the  applicants 
may  differ  much  more  than  their  consultant-fabricated  proposals  indicate. 
Here,  as  in  many  other  situations,  it  is  inconceivable  that  sufficiently 
elaborate  criteria  could  ever  be  developed  to  enable  choice  to  be  made  on 
strictly  technical  grounds.    Nor  would  one  want  to  see  such  Orwellian  decision- 
making.   Another  issue  for  discussion  is  what  to  do  when  an  application  for  a 
new  institutional  service  is  known  to  be  forthcoming  from  an  institutional 
provider  that,  according  to  overall  policies  of  system  development,  should 


*  From  the  state  agency's  point  of  view,  as  Bicknell  and  Walsh  (1976)  have 
observed,  imposing  conditions  on  certificate  of  need  applications  seems  to 
provide  a  good  handle  for  moving  the  system  in  desired  directions,  but 
it  may  prove  unsuccessful    since  there  are  no  legal  sanctions  to  employ 
should  the  providers  decide  not  to  follow  through  on  the  project.  As  with 
applications  of  faulty  criteria,  certificate  of  need  agency-imposed  condi- 
tions also  raise  the  issue  of  responsibility  for  outcomes.    If  a  hospital 
agrees  to  introduce  what  turns  out  to  be  a  financially  losing  service, 
should  the  state  rate  setting  body  then  penalize  it  through  the  resulting 
rate  structure? 
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be  discouraged.    What  role  should  the  HSA  and/or  state  assume?  Should 

it  actively  stimulate  a  parallel  proposal  from  some  other,  more  desirable 

provider?    In  particular,  can  a  state  regulatory  agency,  within  the  law, 
take  such  a  proactive  role? 

The  more  general  question  is  how  to  deal  with  the  soft  areas  of 
reviews  -  judgments  as  to  quality  of  care,  the  competence  of  providers 
and  their  acceptance  by  the  local  community.    If  legal  constraints  on 
state  agency  regulators  forbid  them  to  exercise  discretion  in  an  area  where 
firm  criteria  and  evidence  are  lacking,  should  they  plan  to  rely  on  HSA 
judgments? 

Other  matters  to  be  resolved  concern  the  extent  to    hich  PSROs  and 
licensing  agency  findings  and  opinions  should  be  sought  in  the  conduct  of 
reviews,  and  how  they  should  be  weighed.    Again,  although  no  firm  conclu- 
sions are  possible,  and  binding  commitments  would  probably  be  undesirable, 
questions  such  as  these  need  discussion  as  background  to  building  inter- 
relationships based  on  knowledge  and  trust,  if  not  necessarily  agreement. 
Above  all,  HSAs  need  some  assurance  that  if  they  pursue  their  standard 
practice  of  using  bargaining  and  negotiations  over  institutional  proposals 
to  discourage  unneeded  services,  such  as  inpatient  care,  in  return  for 
stimulating  needed  ones,  such  as  patient  education  programs,  rehabilitation 
services,  etc.,  the  state  CON  program  and  rate  setting  will  in  most 
cases,  at  least,  back  them  up. 

Sharing  Procedural  Tasks 

Decisions  to  share  tasks  associated  with  the  review  procedures 
required  by  P.L.  93-641  are  relatively  easily  arrived  at  since  the 
advantages  of  avoiding  duplication  of  work  are  obvious  to  both  SHPDAs 
and  HSAs.    The  Secretary's  January  1977  regulations  on  reviews  of 
new  institutional  services  list  a  number  of  specific  areas  where 
procedures  required  in  the  law  need  not  be  actually  performed  by  both 
HSAs  and  state  agencies  if  they  wish  to  divide  the  labor.    Among  these 
tasks  are  the  formal  notification  of  reviews.    If  one  agency  sends  out 
the  notices  to  affected  Darties,  the  other  does  not  have  to    repeat  the 
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process.    Similarly,  one  agency  can  assume  responsibility  for  seeing 
that  providers  supply  the  information  necessary  to  support  their 
applications  and,  later,    that  they  submit  the  required  periodic  reports 
respecting  the  development  of  their  proposals.    Again,  one  agency  can 
be  the  recipient  of  providers'  letters  of  intent  in  the  case  of 
construction  project  applications. 

The  regulations  also  state  that  an  HSA  hearing  on  an  application 
may  satisfy  the  act's  requirement  for  a  state  agency  hearing  if  the  state 
agency  so  desires.    Exhibit  VIII,  a  chart  reproduced  from  Kimmey's 
analysis  of  P. I.  93-641  procedures,  illustrates  how  some  of  these  tasks 
of  the  review  and  approval  process  can  be  shared  (Kimmey,  1977). 

Sharing  Analytic  Tasks 

Although  the  SHPDA  and  HSA  must  independently  review  each 
application  in  the  light  of  each  of  the  Planning  Act's  12  considerations 
and  the  supporting  criteria  that  it  adopts,  there  are  possibilities  for 
division  of  labor  in  conducting  special  analyses.    In  principle,  sharing 
would  logically  seem  to  follow  the  substantive  areas  where  each  agency  has 
easiest  access  to  the  required  data.    HSAs,  for  example,  would  obviously 
be  more  familiar  with  the  relation  of  the  institutional  proposal  to 
its  HSP  than  would  the  SHPDA  staff  (review  consideration  #1).  Also, 

through  its  plan  development  activities,  it  may  have  ready  information 
on  the  numbers  and  locations  of  available  alternatives  to  inpatient 
services  in  the  applicant's  service  area,  beyond  what  the  institution 
includes  in  its  application  (review  consideration  #4).    The  HSA  may  also 
be  in  a  better  position  to  know  the  actual  relationship  of  the  services 
proposed  to  be  provided  to  the  existing  health  care  system  of  the 
area  (review  consideration  #6).    SHPDAs,  as  we  have  already  noted, 
may  have  more  reliable  means  of  determining  the  financial  feasibility 
of  proposals  (consideration  #5)  and  for  analyzing  the  applicants9 
statements  on  costs  and  methods  of  proposed  construction  (review 
consideration  #12). 
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EXHIBIT  VIII:  REVIEW  AND  APPROVAL  PROCESS  -  NEW  INSTITUTIONAL  HEALTH  SERVICES* 


STATE  HEALTH  PLANNING  AND 

APPLICANT/PROPONENT  DEVELOPMENT  AGENCY  HEALTH  SYSTEMS  AGENCY 


Prepares  Notice  of  Intent  (  in  the 
case  of  construction  project  )  at 
the  earliest  possible  time— 
123.407(a) (14) 


Prepares  and  submits  an  application 
meeting  requirements  of  the  HSA  and 
State  Agency--      123.407  (a) (3) 


Opens  a  file  on  the  proposed  project 


Provides  additional  information  re- 
quirtd  to  coatplata  application 


Reviews  materials  for  completeness; 
Requests  additional  information  if 
detailed  in  adopted  procedures-- 
123.407(a) (3) 


Notifies  affected  persons  and  the 
public  of   ch*i  beginning  of  a  review, 
including  notice  of  the  availability 
of  a  hearing  in  the  course  of  the 
review — 123.407(a) (1) 
Review  is  to  be  completed  in  90  days- 
123.407(a) (2)  , 


Reviews  proposal  on  the  basis  of 
criteria  adopted  and  published  in 
advance  in  accord  with  requirements 
of  123.409 


Receives  recommendation  for  action 
from  HSA,  and  considers  it  in  its 
review  of  the  proposal — 123 .407  (a) (2) 


Opens  a  file  on  the  proposed  project 


Maintains  contact  with  the  potential 
applicant  and  provides  assistance  in 
planning  the  project 


Reviews  materials  for  completeness; 
Requests  additional  information  if 
detailed  in  adopted  procedures-- 

122.306 (a) (3) 


Reviews  proposal  on  the  basis  of 
criteria  adopted  and  published  in 
advance  in  accord  with  requirements 
of  122.308  ^ 

Conducts  hearing  in  the  course  of 
review  if  requested —  122.306(a) (7) . 
123.407(c)  x 
T 

Prepares  recommendation  for  action 
and  provides  to  applicant  and  State 
Agency  within  period  specified  in 
procedures 


Renders  decision  on  project,  and 
notifies  applicant  and  HSA  in  writing 
of  the  decision —  123 .407 (a) (5) 

 I  . 


Provides  opportunity  for 
reconsideration  hearing 
request  by  any  person 
within  30  days  of  decision— 
123.407(a)  (8)  ^ 

If  hearing  id  requested, 
and  State  Agency  finds  cause 
exists,  must  be  started  in 
30  days—  123 .407  (a)  (8) 

Written  f indinys,  presented 
within  45  days  of  close  of 
hearing  become  decision  of 
State  Agency™  123 .407  (a)  (8) 
 I 


Provides  opportunity  for 
HSA  or  proponent  to  re- 
quest formal  appeal  to  an 
agency  of  government  other 
than  State  Agency  — 123.407 
(a)(9)   &   (10)  | 
Hearing,   if  requested  within 
30  days,   begins  within  30 
days  of  request—  123.407 
(a)(9)   S  (10)f 
Decision  of  .tearing  agency 
presented  in  writing  within 
45  days  of  close  of  hearing, 
becomes  SA  decision — 123.407 
(a)(9)  £  (10) 


The  process  outlined  in  this  chart  assumes  that  the  State  Agency  and  HSAs  have  taken  advantage  of 

the  provisions  of  123.407(c)   and  123.306(c)   &   <d)   permitting  divisions  of  certain  procedural  responsibilities. 


Source:  James  Kimmey,  Developing  Complying  Review  Programs:    New  Institutional 
Health  Services/Certificate  of  Need.    Midwest  Center  for  Health  Planning,  Inc., 
Madison,  Wisconsin,  April  1977,  page  107. 
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Rate  Setting  Contributions  to  Analysis 


Besides  helping  to  develop  criteria  for  financial  feasibility 
and  for  the  cost  impact  of  new  services  and  construction  projects, 
special  analyses  by  rate  setting  staff  can  be  of  great  value  to  provide 
guidelines  in  the  conduct  of  individual  reviews,  or  to  inform  decisions 
about  particular  projects.    Again,  rate  setting  data  and  expertise  are 
particularly  useful  in  financial  feasibility  studies  and  cost  impact 
projections. 

The  Cost  Implications  of  New  Technology.    The  contributions  of  new  high 
technology  equipment  to  rising  hospital  costs  is  widely  recognized.  But 
how  to  translate  this  general  observation  into  action  policies  governing 
specific  certificate  of  need  and  rate  setting  decisions  calls  for  cost 
analyses  on  each  particular  type  of  equipment  being  applied  for.  Rate 
setting  programs  have  a  unique  capability  to  perform  such  analyses  in 
situations  where  a  few  of  the  hospitals  they  regulate  have  already 
accumulated  experience  with  the  new  technology,  since  all  hospitals 
submit  annual  reports  on  their  actual  costs  according  to  the  cost  centers 
and  reporting  format  that  the  program  prescribes. 

In  1976,  the  Massachusetts  Rate  Setting  Commission  decided  to 
perform  a  pilot  analysis  of  high  technology  cost  impact.    CAT  scanners 
were  chosen  as  the  example,  because  of  the  extremely  high  known  costs 
of  their  initial  purchase  and  installation  (approximately  half  a  million 
dollars  per  machine),  because  analyses  from  national  studies  were 
available,  because  cost  reports  were  available  from  the  seven  hospitals 
in  the  state  that  already  had  scanners,  and  -  most  immediately  -  because 
the  Commission  needed  the  facts  in  order  to  set  reasonable  limits  on 
1977  scanning  charges  for  t^ese  hospitals. 

The  exercise  was  welcomed  by  the  state  CON  agency  and  the 
Boston  HSA.    When  an  existing  statewide  moratorium  on  CAT  purchases 
was    relaxed,    they   would    need    to    know   what    volume  of 
services  a  scanner  could  be  expected  to  produce  and  the  long  and  short 
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run  cost  implications  of  future  purchases. 

The  analyst  a+  the  Rate  Setting  Commission  described  her  approach 
to  the  problem  and    some  problems  she  encountered: 

First,  I  collected  any  information  on  CAT  scanners  that  was 
available  as  of  January  1976  -  from  radiologist  researchers, 
the  National  Institutes  of  Health,  other  state  agencies 
within  and  outside  Massachusetts,  and  third  party  payers. 
Since  it  became  immediately  apparent  that  almost  every 
month  brought  changes  both  in  the  technology  itself  and  in 
information  and  results  of  analysis,  it  was  necessary  to 
arrange  these  findings  in  chronological  order. 

Second,  I  compiled  data  for  three  hospitals  with  scanners  from 
our  standard  rate  setting  cost  report,  and  the  accompanying 
schedule  that  segregates  the  hospitals'  costs  of  new  services. 

She  found  her  subsequent  analysis  difficult  for  a  number  of  reasons: 

-  different  generations  of  equipment  came  on  the  market  (and 
are  still  coming).    Each  has  different  capabilities,  support 
requirements  and,  thus,  unit  costs; 

-  different  CAT  scan  study  groups  indicated  different  lowest 
acceptable  limits  for  number  of  scans  per  year  to  assure 
efficient  use.  (An  early  NIH  figure  was  1000/year;  a  later 
Massachusetts  Hospital  Association  standard  was  3000/year.) 
The  differences  reflected  actual  changes  in  technology  over 
the  period,  but  once  a  numerical  standard  had  been  set  by  a 
prestigious  body,  to  modify  it  requires  detailed 
justification.  It  became  evident  that  different  effic- 
iency standards  needed  to  be  set  for  different  models. 

-  volume  standards  had  been  set  in  the  absence  of  clear 
definition  of  the  basic  output  measure,  the  "scan."  It 
was  often  not  clear  whether  the  term  embraced  all  scanner- 
associated  procedures  per  patient  encounter,  or  only 
the  equipment  associated  procedures.  Also,  it  was  unclear 
whether  a  routine  scan  followed  immediately  by  a  contrast 
scan  counts  as  one  or  two  procedures. 

-  the  Rate  Setting  Commission's  report  forms  did  not  ask  for 
sufficient  detail  on  staffing  of  new  services.    One  needs  to 
know  the  numbers  of  FTE  RNs,  LPNs,  and  clerical  employees, 
as  well  as  the  different  kinds  of  technicians  the  equipment 
requires. for  efficient  operation. 
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-  the  physician  component  is  handled  differently  in  different 
hospitals.  Again,  how  many  FTEs  are  needed?    How  much 
supervisory  time?    Physician  costs  must  be  segregated  in 
order  that  comparisons  can  be  made  between  hospitals  where 
physicians  are  on  salary  and  those  where  they  bill  separately. 

-  given  the  rapid  expected  obsolescence  of  scanners,  the  period 
of  time  on  which  to  base  depreciation  was  an  important  and 
sensitive  issue.    (The  I.R.S.  standard  of  7  years  was  finally 
adopted. ) 

-  The  question  of  "lease  or  buy"  introduces  a  whole  new  series 
of  calculations.    Since  in  the  commission's  cost  report  forms 
leasing  costs  are  expressed  as  bottom  line  costs,  reported 

as  a  cost  center  in  Supplies,  ability  to  make  cost  comparisons 
is  obscured. 

This  illustration  suggests  the  dilemmas  inherent  in  performing  cost 
impact  analyses  where  engineering  and  clinical  experience  in  new  technology 
is  still  rapidly  evolving.    On  the  one  hand,  facts  are  needed  as  quickly 
as  possible  to  guide  decisions  that  may  halt  proliferation  of  unnecessary 
and  costly  equipment  that  could  collectively  mount  to  huge  new  expen- 
ditures, and  which  would  in  any  event  quickly  become  obsolete.    On  the 
other  hand,  under  a  prospective  rate  setting  or  charge  system,  analyses 
of  the  costs  of  first  generation  equipment  will  inevitably  sanction  unit 
charges  that  are  unduly  high.    For  example,  the  allowance  of  $220  per 
scan  arrived  at  by  the  above  analysis  of  fairly  early  scanning  equipment 
brings  windfalls  to  hospitals  that  installed  advanced  equipment.  (One 
hospital  in  Massachusetts  now  runs  7,000  scans  per  year  at  unit  costs  of 
$80-100  per  scan.)  This  fact  also  sets  up  incentives  for  continual 
replacements  to  obtain  the  most  up-to-date  technology. 

Another  issue,  common  to  all  situations  where  allowed  charges  or 
rates  are  calculated  on  the  basis  of  some  acceptable  minimum  utilization 
figure  for  efficient  operation,  such  as  number  of  scans  per  year,  is  the 
resulting  stimulation  to  demand.    These  problems  do  not  arise  under  cost 
reimbursement  which,  of  course,  has  its  own  set  of  expenditure  inducing 
incentives. 

A  final  lesson  from  the  Massachusetts  CAT  scan  charge  analysis  is 
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the  complexity  of  the  task  of  costing  out  even  one  type  of  new  technology 
among  the  many  that  are  introduced  each  year.    A  substantial  portion  of 
an  experienced  analyst's  time  was  required  for  about  six  months  to 
perform  the  study  we  have  described.    No  current  rate  setting  programs, 
except  those  specially  funded  as  SSA  experiments,  would  have  sufficient 
budgets  to  permit  more  than  one  or  two  such  studies  a  year,  if  indeed 
that  many.    One  recognizes  the  enormity  of  the  problem  in  relation  to 
the  available  analytic  resources  for  research  and  control  when  reminded 
that  in  addition  to  obvious  expensive  new  equipment  such  as  CAT  scanners, 
new  devices  with  very  low  unit  costs  can  also  bring  about  substantial 
increases  in  the  aggregate  costs  of  hospital  care.    Plastic  shunts  costing 
a  few  dollars  each,  and  ultrasonic  nebulizers  at  a  few  hundred  dollars 
make  treatments  possible  that  over  a  period  of  time  may  result  in  aggregate 
health  expenditures  far  exceeding  those  associated  with  CAT  scans. 

Realistically,  therefore,  it  is  unlikely  that  rate  setting  agencies 
will  be  able  to  assist  certificate  of  need  agencies  and  HSAs  in  more  than 
a  limited  number  of  analyses.    Naturally,  these  are  unlikely  to  be 
performed  around  questions  that  are  not  important  to  the  rate  setting 
agency  itself.    Therefore,  it  becomes  essential  to  set  up  a  mechanism 
for  identifying  areas  of  common  interest  feasible  for  short  term  analysis. 

Cost  Impact  of  New  Programs  and  Facilities.  Besides  the  questions 
surrounding  costs  associated  with  new  techology,  those  projected  for 
new  medical  programs  and  for  major  construction  or  modernization  pro- 
jects are  also  of  mutual  concern  to  rate  setters  and  review  agencies. 
Many  rate  setting  bodies  have  a  base  of  historical  information  about 
the  costs  of  introducing  various  types  of  medical  programs  that,  while 
far  from  ideal,  is  much  more  complete  than  any  comparable  data  that 
HSA  and  certificate  of  need  agencies  are  likely  to  obtain  elsewhere. 
For  example,  rate  setting  programs  in  Rhode  Island,  Western  Pennsylvania 
and  Massachusetts  require  hospitals  in  their  annual  submission  of  sched- 
ules to  separately  report  first  the  annualized  budget  for  each  new 
service  and  then  their  actual  costs  incurred  during  the  first  year  of 
operation.    In  such  cases,  certificate  of  need  analysts  and  HSAs  can 
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directly  check  the  reasonableness  of  new  applications  with  the  projected 
and  actual  cost  impact  of  similar  programs  in  other  hospitals.  Where 
new  service  costs  are  not  segregated  in  the  rate  setters'  reports, 
however,  the  analytic  task  will  be  much  more  difficult,  and  would 
probably  have  to  be  performed  by  the  rate  setting  staff. 

The  experience  in  some  of  the  older  state  certificate  of  need 
programs  show  that  disasterous  results  may  occur  if  reviewers' 
decisionmaking  is  based  on  providers'  overly  optimistic  cost  projec- 
tions for  construction  projects.    For  example,  in  1972  the  Massachusetts 
Public  Health  Council  issued  a  certificate  of  need  to  the  Lahey  Clinic 
to  develop  a  400,000  square  foot  hospital  and  clinic  in  Burlington  at 
an  estimated  cost  of  $43  million.    Last  October,  however,  the  Public 
Health  Council  learned  the  project  had  escalated  to  674,000  square 
feet  and  $79  million,  and  the  average  cost  per  patient  day  necessary 
to  absorb  the  expenses  of  capital  would  be  approximately  double 
that   of    similar    hospitals    in    the    area  (Knox,  1977).* 

While  in  times  of  inflation  estimation  of  construction  costs,  energy 
costs,  etc.    are  necessarily  subject  to  considerable  error,  again,  the 
very  detailed  records  that  most  hospital  rate  setting  bodies  obtain  on 
costs  of  new  facilities,  as  well  as  their  eventual  effects  on  operating 
costs,  obviously  provides  a  rich  resource  for  cost  impact  analysis. 
(Hospitals  have  every  incentive  for  accurate  reporting,  since  the 
figures  they  supply  become  the  basis  for  rate  adjustments  to  meet  the 
costs  of  new  services.)    As  with  analyses  to  determine  "need,"  the 
concepts  of  cost  impact  analysis  are  still  well  ahead  of  capabilities 
to  produce  them,  but  some  rate  setting  bodies,  such  as  in  Massachusetts, 
are  devoting  concentrated  efforts  to  advance  the  art  and  science  of 
life-cycle  costing  as  applied  to  hospitals  and  long  term  care  facilities. 
They  are  also  beginning  to  differentiate  between  the  overall  cost  impact  of 
new  capital  and  service  programs  in  a  given  hospital  and  the  cumulative  impact 
on  the  payments  to.be  made  by  different  purchasers. 

*  Denying  that  the  project  for  which  the  original  certificate  of  need  was 
issued  has  changed  in  scope  or  concept,  the  hospital  claims  that  a  large 
part  of  the  increase  in  costs  over  the  original  estimates  stemmed  from 
delays  in  the  regulatory  process  during  which  supply  costs  rose. 
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The  Planning  Act  agencies  will,  however,  need  to  be  aware  of  some 
basic  problems  with  rate  setting  cost  analyses.    Projections  are  needed 
to  show  the  future  costs  of  efficiently  produced  services,  and,  as  we 
observed  earlier,  rate  setting  programs'  own  criteria  for  evaluating 
efficiency  are  still  at  a  fairly  primitive  level,  due  to  poor  quality 
data  and  inadequate  output  measures  for  patient  care.    Thus,  in  seeking 
technical  advice  on  cost  impact  from  rate  setting  analysts,  SHPDAs 
and  HSAs  will  have  to  exercise  caution  that  high  occupancy  and  low  unit 
costs  in  hospitals  are  not  automatically  used  as  the  sole  indicators 
of  efficiency.    In  part  because  the  information  is  not  available  to  them, 
few  rate  setting  programs  relate  hospital  costs  to  analysis  of  population- 
based  utilization  patterns  and  population-based  expenditure  patterns,  such 
as  Wennberg's  (1977)  studies  in  Vermont  and  Maine.    Similarly,  "efficiency" 
screens  rarely  factor  in  differences  in  service  quality.    Finally,  the 
P.L.  93-641  agencies  will  need  to  be  on  guard  against  the  proclivity 
of  rate  setters  to  chase  pennies  rather  than  dollars  in  their  cost 
containment  efforts,  as  noted  earlier. 

Problems  of  time  frame  are  important  to  recognize,  too.    If  HSAs 
and  SHPDAs  want  rate  setters  to  collect  and  analyze  new  data,  they  must 
learn  to  plan  well  ahead,  and  gear  their  information  plans  to  the  rate 
setters1  annual  cost  report  cycle.    This  means  allowing  a  full  six  months 
for  deliberation  and  acceptance  of  any  desired  changes  in  the  report 
form  design,  12  months  for  the  hospitals  to  collect  the  data  and  report  it 
on  the  revised  forms,  and  at  least  an  additional  6  months  for  subsequent 
editing,  processing  and  analysis.    Since  any  change  in  an  accustomed 
reporting  system  entails  burdens  to  all  concerned  and  new  dangers  to  the 
quality  of  the  reported  data,  planners'  requests  for  changes  should  be  fully 
justified  as  essential  to  improved  decisionmaking. 

Rate  setting  bodies,  SHPDAs  and  HSAs    can  also  profit  from 
communication  in  exploring  needs  and  possibilities  for  alternative  care 
services.    The  planning  law  requires  that  both  HSAs  and  state  agencies 
consider  the  availability  of  "less  costly  or  more  effective  alternative 
methods  of  providing  such  services"  to  those  incorporated  in  the  review 
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proposals.    Yet,  as  we  noted  earlier,  the  ability  to  assess  the  cost 
and  benefits  and  possible  savings  from  introducing  such  services  is  as 
yet    largely    undeveloped.    Some  hospital  rate  setting  bodies  can  bring 
useful  information  to  bear  from  their  reports  on  the  costs  of  hospital  - 
based  ambulatory  services,  HMOs,  etc.    Applicants  from  free-standing 
organizations,  to  the  extent  that  they  may  be  covered  by  state  law 
(the  federal  law,  as  we  have  seen,  excludes  most  of  them  from  its 
purview,)  usually  claim  that  they  will  be  able  to  operate  at  substan- 
tially less  cost  than  hospital-based  services.    However,  the  broad 
question  of  their  effect  on  overall  system  expenditures,  taking  into 

s 

account  changes  in  projected  utilization  and  the  higher  unit  cost  of 
hospitals  occasioned  by  a  higher  concentration  of  difficult  cases  and 
a  smaller  base  over  which  to  allocate  overhead  expenses,  are  rarely 
calculated.    Since  the  methodology  to  do  this  is  in  the  early  stages 
of  development,  cooperative  research  efforts  appear  to  be  needed. 

Budget  and  Timetable  Constraints  on  Cooperation 

The  HSAs  and  certificate  of  need  reviewers  cannot  expect  to  obtain 
the  kind  of  analytic  help  they  need  from  rate  setting  bodies  unless  they 
are  prepared  to  contribute  to  the  expense  involved.    As  we  observed  in 
the  CAT  scan  example,  many  kinds  of  analyses  need  to  be  reworked  almost 
continuously,  since  even  minor  changes  in  technology  or  medical  practice 
may  either  greatly  inflate  or  greatly  reduce  the  overall  cost  and  cost 
impact.    Similarly,  in  respect  to  construction,  not  only  do  prices  of 
supply,  labor  and  capital  change  continually,  but  so  may  the  building 
and  fire  code  requirements  that  in  many  cases  add  special  demands  to  the 
design  and  consequently  the  cost.    Whether  the  budget  of  HSAs  and  state 
agencies  will  allow  sufficient  margins  for  them  to  obtain  the  staff 
capable  of  making  reliable  cost  impact  analysis  is  open  to  question. 

Besides  the  question  of  budget,  collaboration  between  rate  setting 
and  certificate  of  need  staffs  may  be  hindered  by  the  arbitrary  circum- 
stances of  mandatary    review  schedules.    State  laws  and  regulations  may 
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prescribe  filing  dates  for  both  certificate  of  need  applications  and  for 
rate  reviews.    In  some  instances,  these  requirements  result  in  months  of 
highly  intense  review  activity  during  certain  periods  of  the  year  that  would 
make  it  impossible  to  spare  staff  for  cooperative  activities.    The  90  day 
timetable  for  reviews  of  new  institutional  services  prescribed  in  the  Planning 
Act  imposes  special  constraints  in  view  of  this  overall  problem. 

Sharing  Information  for  New  Institutional  Services  Reviews 

To  review  individual  applications  for  new  institutional  services 
according  to  the  12  considerations  spelled  out  in  the  DHEW  January  1977 
regulations  requires  access  to  a  voluminous  store  of  data  of  several  kinds: 
those  that  describe  the  applicant  institution,  those  that  describe  the 
patients  it  serves,  and  those  that  describe  the  population  and  health  system 
of  its  service  area. 

Some  of  the  data  supplied  by  the  institution  directly  to  the  P.L. 
93-641  reviewers  in  the  application  accompanying  its  proposal  and  through  its 
periodic  reports.    The  reviewers  all  derive  their  information  about  local 
health  systems  from  a  variety  of  sources,  including  their  own  agencies'  plan 
development  units,  the  federal/state  Cooperative  Health  Statistics  System, 
state  and  regional  planning  agencies,  third  party  payers,  and,  where  they 
exist,  rate  setting  bodies.    Other  potential  contributors  of  badly  needed 
data  on  what  hospitals  do  and  who  they  serve  are  the  PSROs.    But  to  date, 
their  record  of  sharing  has  been  distinguished  by  its  absence  (Miller,  1977). 

The  Planning  Act  wisely  guarded  against  the  possibility  that  review 
agencies  might  commit  too  large  a  proportion  of  their  resources  to  primary 
data  collection.    Such  collection  is  explicitly  forbidden  when  the  data  are 
available  from  another  source. 

Information  Directly  Supplied  to  SHPDAs  and  HSAs  by  Institutions.    As  already 
noted,  federal  regulations  permit  SHPDAs  and  HSAs  to  work  out  arrangements  for 
sharing  project  review  applications  and  supporting  data  submitted  by  the  appli- 
cant institution.    The  same  is  true  for  the  periodic  submissions  of  information 
that  HSAs  ans  SHPDAs  are  to  secure  from  institutions  subject  to  review. 
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Information  Submitted  with  the  Application.    The  major  review  document  is 
the   project  application  and  the  accompanying  instructions  for  its  completion. 
The  regulations  state  that  applicant  institutions  must  submit  reports 
to  reviewers  "in  such  form  and  manner,  and  containing  such  information 
as  the  agency  may  require  concerning  the  subject  of  the  review."  (Federal 
Register,  1977:  4026;  CFR  122.306(a)(3).)    Thus,  HSAs  and  SHPDAs  must 
specify  in  advance  the  full  range  of  data  they  wish  to  use  in  subsequent 
reviews  of  proposals  for  new  institutional  services.    As  Kimmey  (1977:  61) 
observes,  this  is  a  key  regulatory  provision,  and  the  way  in  which  it  is 
approached  will  be  critical  to  the  reviewers  ability  to  obtain  the 
information  they  need  on  which  to  base  recommendations  and  decisions. 
While  this  regulation  encourages  SHPDAs  and  HSAs  to  publish  an  extremely 
comprehensive  overall  list  of  information  in  order  to  cover    all  eventual- 
ities, they  may  later  be  selective  about  the  particular  data  they  routinely 
request  to  support  different  kinds  of  proposals  from  different  kinds  of 
institutions. 

There  are  obvious  advantages  to  a  common  HSA/SHPDA  application 
form  that  will  meet  both  these  reviewing  agencies'  needs.    Not  only  does 
it  cut  the  reporting  burden  on  the  applicant  institutions  in  half,  but 
misunderstandings  among  the  reviewers  are  less  likely  to  arise  when  they 
have  reached  agreement  on  major  common  elements  of  application  require- 
ments for  different  types  of  reviews  -  new  facilities,  new  medical 
programs,  major  equipment  additions,  etc.    Recognizing  that 
different  HSAs  and  the  SHPDA  may  attach  different  degrees  of  importance 
to  different  items  on  the  application,  an  agreed  minimum  set  of  items 
can  be  supplemented  by  requesting  the  institution  to  submit  additional 
data  as  needed.    This  provides  the  required  flexibility,  while  preserving 
the  principle  of  specifying  common  data  elements. 

A  much  more  difficult  question  is  how  to  achieve  compatibility 
with  the  hospital  and  nursing  home  descriptors  and  utilization,  cost 
and  patient  data  items  already  employed  by  rate  setting  bodies  and 
licensing  agencies.    If  individual  hospital  applications  are  to 
be  reviewed  in  a  comparative  perspective,  compatibility  of  categories, 
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definitions  of  services,  etc.  is  essential.     Unless  there  is  advance 
agreement  on  detailed  data  specification,  when  they  later  try  to  compare 
their  reports  certificate  of  need  and  rate  setting  programs  often  find 
a  Tower  of  Babel  situation.    On  even  so  basic  a  measure  as  bed  complement, 
for  example,  the  same  hospital  may  report  to  one  agency  that  it  has  210 
beds,  and  to  the  other  that  it  has  240  beds.    The  agencies  then  discover, 
too  late,  that  one  had  asked  the  hospital  for  "number  of  beds  in  active 
service  during  the  past  60  days,"  and  the  other  had  asked  for  the  "number 
of  licensed  beds."    Similar  examples  are  legion. 

The  local  problem  of  reporting  incompatibility  is  compounded  by 
similar  problems  at  the  national  level.    Long  standing  differences  in 
the  requirements  of  national  statistical  reporting  systems  such  as  the 
National  Center  for  Health  Statistics,  the  American  Hospital  Association, 
PSROs  and  the  Medicare  reporting  systems  are  slow  in  being  resolved. 
Thus,  choosing  the  most  appropriate  model  for  requesting  data  submissions 
becomes  a  difficult  technical  issue.    It  is  best  addressed  by  considering 
the  uses  to  which  the  information  is  to  be  put  in  addition  to  those  of  the 
project  review  itself,  e.g.,  by  rate  setting  bodies  and  third  party 
payers  as  they  come  to  set  rates  for  an  approved  new  service,  cost 
monitoring,  etc. 

Given  the  importance  of  the  cost  containment  objective,  and  the 
wealth  of  data  rate  setting  agencies  already  collect  from  institutions 
on  their  costs,  staffing  and  utilization,  where  such  programs  exist,  and 
where  they  have  instituted  a  uniform  accounting  and  reporting  system 
there  is  much  to  be  said  for  adopting  these  same  reporting  definitions 
and  categories.    If  institutions  project  the  costs,  staffing  and 
utilization  of  their  proposed  programs  in  these  terms,  shared  activity 
in  subsequent  monitoring  and  enforcement  will  be  facilitated. 

The  design  of  uniform  accounting  and  reporting  systems  authorized 
by  section  1533  (d),  and  currently  being  developed  by  the  Office  of 
Research  and  Statistics  of  the  Social  Security  Administration,  makes  the 
adoption  of  common  definitions  and  categories  for  the  reporting  of 
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institutional  services  and  costs  particularly  timely.    The  parallel 
adoption  of  the  uniform  hospital  discharge  data  set  (UHDDS)  for  the  PSRO 
reporting  system  marks  a  similar  advance  towards  uniformity.    It  would 
be  unfortunate  if  the  P.L.  93-641  agencies  failed  to  take  advantage  of 
these  twin  moves  to  rationalize  hospital  reporting. 

Periodic  Reports.  The  institution  whose  new  services  are  subject  to 
review  and  regulation  is    required  to  submit  information  of  two  kinds 

to  its  HSA  and  SHPDA: 

-  progress  on  projects  that  have  been  favorably  reviewed;  * 

-  long  range  plans. 

The  law  leaves  the  reviewing  agencies  considerable  discretion  on  the 
content  and  timing  of  such  reports. 

Again,  cooperation  in  the  design  and  procedures  for  these  sub- 
missions would  reduce  paperwork  burdens  on  the  applicant  and  opportun- 
ities for  confusion  among  the  reviewing  agencies.    Again,  too,  attention 
to  the  compatibility  of  the  report  form  categories  with  those  of  other 
agencies  can  maximize  their  usefulness. 

As  we  indicated  earlier,  if  HSAs  and  SHPDAs  collect  the  long 
range  plans  of  the  various  institutions  subject  to  their  review,  they 
would  for  the  first  time  be  able  to  engage  in  informed  proactive  rather 
than  merely  reactive  planning.    Staff  time  permitting,  they  could  work 
with  the  various  institutions  to  fit  burgeoning  plans  to  the  goals  and 
objectives  set  forth  in  the  HSP,  AIP,  and  the  state  plan,  and  to  meet 
the  various  criteria  established  for  the  reviews.    Furthermore,  advance 
knowledge  of  major  projects  would  permit  the  agencies  to  solicit  help 
from  rate  setting  programs,  PSROs  or  other  agencies  for  such  pre-review 
analyses  that  might  be  indicated,  and  to  prepare  review  schedules  that 
would  avoid  peaks  and  valleys  in  workload. 

In  order  that  cost  implications  of  programs  and  facility  changes 
are  spelled  out  and  can  be  properly  analyzed  by  external  reviewers, 
institutional  plans  are  best  expressed  in  terms  of  long  range  budgets. 
However,  institutions  vary  greatly  in  the  extent  to  which  they  are 
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accustomed  to  preparing  such  documents,  and  in  their  capabilities  for 
doing  so.    Thus,  the  potential  advantages  are  not  likely  to  be  realized 
unless  considerable  attention  is  paid  to  designing  and  developing  a 
common  format  and  seeing  that  technical  assistance  is  provided  to  the 
institutions,  through  hospital  associations  or  elsewhere. 

The  HSA/SPHDA  burden  would  be  lightened  if  they  could  secure  long 
range  budgets  from  another  source.    Many  rate  setting  programs  and  rate 
review  programs  already  require  3  or  5  years  capital  budgets  as  part  of  the 
package  of  forms  and  schedules  submitted  annually  by  each  of  the  institutions 
they  regulate.    In  such  instances,  it  may  be  sufficient  to  secure  copies  of 
these  budgets.  (The  information  submitted  to  rate  setting  bodies  is  almost 
always  a  public  record.)  Where  rate  setting  programs  do  not  require  long 
range  budgets,  SHPDA/HSA  cooperation  in  their  development  would  be  mutually 
advantageous.    Again,  participation  in  format  design  would  ensure  that  the 
reporting  categories  employed  would  be  compatible  with  those  in  rate  setters' 
ongoing  cost  and  budget  reports  which,  as  we  shall  see  below,  can  be  a 
valuable  source  of  data  for  many  aspects  of  project  review.    In  Massachusetts, 
the  SHPDA  and  the  Rate  Setting  Commission,  in  consultation  with  the  state 
hospital  association,  have  developed  a  common  form  on  which  each  hospital 
will  annually  report  its  long  term  (5  year)  capital  plans  and  its  3  year 
capital  budget.    In  time,  reporting  will  be  according  to  cost  center. 

SHPDAs  and  HSAs  in  states  that  do  not  currently  have  rate  setting 
programs  with  uniform  reporting  systems  may  wish  to  delay  the  final  design  of 
long  term  institutional  plans  or  budget  reports  until  a  national  system  of 
uniform  reporting  is  adopted.    In  the  meantime,  should  the  1977  hospital  cost 
containment  bill  be  enacted,  HSAs  would  annually  receive  the  overall  plans 
and  budgets  described  in  section  1864(z)  of  the  Social  Security  Act.    Up  to  now, 
unfortunately,  these  are  not  submitted  according  to  a  standard  format. 

HSAs  and  SHPDAs  may  also  piggyback  on  other  rate  setting  program 
reporting  systems.    Such  programs  frequently  require  quarterly  or  semi- 
annual reports  from  hospitals  to  monitor  current  admissions,  occupancy 
and  costs.    If  the  HSAs  and  SHPDA  could  add  to  these  report  forms  the 
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few  questions  they  need  answered  about  progress  on  newly  approved  projects, 
the  establishment  of  a  separate  reporting  system  could  be  avoided. 
Rate  programs  would  be  likely  to  cooperate  since  they  have  an  indepen- 
dent interest  in  securing  additional  information. 

In  short,  SHPDA  and  HSA  cooperation  in  designing  new  project 
applications  and  periodic  report  forms  with  data  elements  compatible 
with  other  established  reporting  systems  is  likely  to  result  in  better 
information  at  less  cost.    The  report  categories  and  definitions  employed 
by  rate  setting  programs,  where  they  are  in  operation,  may  provide  a 
good  model,  and  facilitate  use  of  these  reporting  systems  for  subsequent 
monitoring.    Perhaps  just  as  important,  the  process  of  defining  specific 
data  needs  for  reviews,  anticipatory  planning,  and  monitoring,  increases 
the  familiarity  of  each  party  with  the  goals  and  objectives  of  the  others. 

Information  from  Health  Plans  and  from  Other  Agencies.    The  Planning  Act 
requires  that  reviewers  consider  the  "relationship  of  the  services 
proposed  to  be  provided  to  the  existing  health  care  system  of  the  area 
in  which  such  services  are  proposed  to  be  provided"  (review  consideration 
#6),  and  that  they  make  findings  on  inpatient  facility  proposals  as  to 
alternative  services  and  patients'  access  to  care.    To  comply  demands  that 
they  be  able  to  tap  a  full  array  of  information  about  the  applicant  institu- 
tion's service  area.    While  the  burden  of  proof  in  reviews  will  usually 
be  on  the  applicant,  the  reviewers  must  be  prepared  to  evaluate  and  if 
necessary  to  change  its  claims  on  the  basis  of  their  own  statewide, 
HSA  and  subarea  information.    The  data  that  they  may  need  to  draw  upon 
from  time  to  time  include: 

population  data  -  historical,  current  and  projected5by  small  area, 
as  denominator  for  analysis  of  HSA  and  subarea  resources, 
service  utilization  and  health  care  expenditures; 

institutional  resources  -  bed  complements    by  hospital  service  and 
long  term  care  level,    medical  programs,  special  high  technology 
equipment,  emergency  rooms,  ambulance,  etc.; 

manpower  resources  -  number  and  distribution  of  physicians,  physician 
specialists,  RNs,  LPNs; 
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institutional  utilization  -  admissions,  patient  days,  lengths  of 
stays  by  type  of  institution  and  major  services; 

patient  utilization  characteristics  -  casemix  profiles,  surgical 
procedure  profiles,  service  intensity  profiles,  patient 
residence,  source  of  payment,  age,  ethnic  group; 

population  access  -  institution  dependency  on  community/community 
dependency  on  institution  (hospital  service  area),  travel 
times,  policies  governing  free  care,  admission  of  patients 
in  federal  programs,  etc. 

health  system  expenditures  and  institutional  service  costs  -  flow  of 
funds  to  private  and  public  providers  of  service  from  third 
party  payers,  public  funds,  and  out-of-pocket  from  recipients  of 
service;  capital  assets  and  capital  and  operating  costs  of 
institutions  providing  services. 

The  data  collected  and  analyzed  by  HSA  and  SHPDA  plan  development 
units  as  the  basis  for  their  HSPs,  AIPs,  state  plan  and  State  Medical 
Facilities  Plan  should  provide  a  large  portion  of  the  information  reviewers 
require.    For  example,  they  can  use  the  hospital  service  area  descriptions, 
maps  and  travel  time  analyses  developed  to  plan  the  delivery  of  specialty 
services  through  networks  of  primary,  secondary  and  tertiary  institutions 
to  inform  their  decisions  on  new  institutional  services  of  these  kinds.* 

In  addition,  project  reviewers  in  rate  setting  states  can  look  to  the 
cost  and  budget  reports  that  institutions  annually  submit  to  such  programs  as 
a  source  of  timely  data  about  hospitals  and,  often,  about  long  term  care 
facilities.    Hospitals  generally  report  in  some  detail  on  their  ownership  and 
governance,  and  on  both  costs  and  volumes  of  service  by  major  departments  and 
cost  centers,  e.g.,  medical /surgi cal ,  OB,  patient  days,  outpatient  visits, 
emergency  room  visits,  ancillary  services  such  as  lab,  X-ray,  etc.    In  addition, 
the  reports  almost  always  contain  occupancy  rates  by  service,  asset  and  fund 
balances,  annual  operating  expenses,  source  and  amount  of  revenues,  contractual 
allowances  and  bad  debts,  capital  costs  such  as  interest  and  depreciation  and 
net  margin.    Furthermore,  the  rate  setting  programs,  in  an  attempt  to 
identify  differences  in  hospital  product,  often  require  hospitals  to 
submit  detailed  schedules  of  their  scope  of  services  and  the  numbers  and 
specialist  status  of  their  physician  staff.  Thus,  the  cost/budget  reports 
to  rate  setters  can,  if  HSAs  and  SHPDAs  staff  advantageously  use  and 

*  Discussion  of  the  sources  of  data  for  developing  health  plans  is  beyond 
the  scope  of  this  report. 
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interpret  them,  provide  a  highly  useful  background  on  each  applicant 
institution.*  They  can  reveal,  for  example,  the  share  of  each  hospital's 
per  patient  day  cost  that  goes  to  interest,  depreciation  and  debt 
retirement  and,  in  the  case  of  proprietary  institutions,  profits.  They 
can  also  reveal  the  character  of  the  individual  hospital's  service  to 
its  community  and  something  about  the  character  of  the  patients  it 
serves  -  through  analysis  of  free  care  and  bad  debts,  and  the  propor- 
tionate share  of  inpatient  revenues  contributed  by  Medicare,  Medicaid, 
Blue  Cross  and  self  pay  patients.    Analysis  of  the  hospital's  scope  of 
services  and  its  physician  data  gives  the  reviewers  a  handle  on  the 
overall  institutional  environment  into  which  the  proposed  new  service 
would  be  introduced. 

Even  more  important  than  such  information  about  individual 
applicant  institutions  is  the  potential  value  to  be  derived  from 
analyzing  institutional  data  from  cost/budget  reports  by  statewide, 
HSA-wide  and  subarea  aggregations    and  by  hospital  service  areas  to 
reveal  gaps  and  duplications  of  services,  and  areawide  problems  of  low 
occupancy  that  may  indicate  the  need  for  shared  services,  etc. 

The  reports  project  reviewers  need  to  show  casemix  and  intensity 
of  care  differences  among  hospitals,  and  differences    in  the  kinds  of 
patients  they  care  for,  can  best  be  derived  from  abstracts  of  patients' 
records  after  discharge.    The  Uniform  Hospital  Discharge  Data  Set  (UHDDS), 
adopted  for  DHEW  for  use  in  the  PSRO  information  system,  assures 
standard  reporting  nationwide  for  patients  paid  under  federal  programs. 
Many  voluntary  data  systems  (PAS)  and  Blue  Cross  plans  for  years 
have  collected  patient  data  according  to  the  UHDDS  specifications, 
but  coverage  was  spotty.    Butler  (1977:  75)  observes: 


*  The  1977  Hospital  Cost  Containment  bill  provides  that  HSAs  receive  copies 
hospital  cost  statements.    Depending  on  how  these  statements  were  defined 
in  regulations,  they  could  become  an  important  resource  for  cost  and 
volume  data. 


-160- 


Data  routinely  collected  by  PSROs  for  their  own  purposes 
provide  a  source  of  information  on  medical  problems  in  the 
community    where  patients  come  from,  and  the  use  of  medical 
services  that  is  not  available  elsewhere.    Such  information 
is  essential  if  HSAs  are  to  make  good  decisions  on  the  need 
for  facilities  and  services. 

However,  to  date,  few  planning  agencies  have  been  successful  in  pursuading 
PSROs  to  give  them  reports  of  these  kinds.    Also,  as  we  noted  earlier,  the 
UHDDS  does  not  report  the  costs  of  the  care  the  patient  receives.  Other 
avenues  of  access  to  patient  data  may  have  to  be  found. 

Rate  setting  programs  offer  one  alternative,  but  so  far  only  a  few 

programs  (New  Jersey,  Maryland,  Rhode  Island  and  New  York)  obtain  discharge 

abstract  reports  routinely.    However,  the  trend  is  growing.  Another 

source  of  patient  service  and  cost  data  about  to  become  available  to  all 
HSAs  and  SHPDAs  is  the  Office  of  Policy  Planning  and  Researcn  of  the  Health 

Care  Financing  Administration.    It  will  produce  standard  analyses  of  the  age, 

sex,  and  race  characteristics  of  Medicare  patients  treated  in  each  hospital 

in  their  respective  areas,  analyses  of  diagnoses,  occurrence  of  surgery, 

length  of  stay  and  charge  profiles  (Bolay,  Bluestone,  Thornberry,  1977). 

These  data  are  derived  from  matched  files  including  billing  forms,  net 

discharge  abstracts  (Rowland,  ,J76).    Although  there  are  certain  problems 

with  the  data,  the  reports  will  for  the  first  time  create  patient  data 

profiles  for  each  HSA  area  of  the  country.    At  the  least,  they  will 

provide  a  basis  for  identifying  apparently  out-of-line  institutions  that 

may  apply  for  new  services,  raising  questions  for  followup  analyses. 

Hopefully,  publication  of  the  HCFA  tables  will  also  stimulate  hospitals 

themselves,  PSROs  and/or  other  third  party  payers  to  produce  parallel 

analyses  that  when  combined  will  describe  all  patients'  use  of  hospitals, 

not  just  those  in  federal  programs.    For  as  Butler  (1977:  75)  goes  on 

to  state: 

No  threat  to  confidentiality  of  patient  records  is  involved  because 
there  is  no  need  to  identify  individual  patients  or  individual 
physicians.    Also,  the  public's  interest  in  knowing  what  medical 
services  it  is  paying  for  outweighs  any  institutional  right  to 
nondisclosure  of  its  activities. 
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Difficult  Issues  in  Data  Sharing 


Many  forces  favor  cooperative  data  collection  and  use.    It  is 
economical,  it  is  specifically  encouraged  by  the  planning  law  and  its 
regulations,  it  is  encouraged  by  hospitals  and  long  term  care  facilities, 
anxious  to  reduce  the  burden  of  supplying  multiple  reports  to  multiple 
users.    At  the  same  time,  many  difficult  issues  must  be  addressed  if 
data  sharing  is  to  be  successful. 

First,  since  the  potential  data  suppl iers--rate  setting,  licensing, 
third  party  payers,  PSROs,  etc. --all  design  their  reporting  systems  to 
serve  their  own  administrative  purposes,  they  naturally  assemble, 
process  and  analyze  their  data  in  ways  that  best  suit  these  purposes. 
Thus,  the  particular  kinds  of  information  that  planning  agencies  want 
may  not  be  readily  accessible.    For  example,  most  rate  setting  programs 
and  many  third  party  payers,  including  Medicare,  keep  their  reports 
solely  in  hard  copy.    Thus,  to  use  them  to  produce  statistical  analyses 
by  state  and  according  to  HSA  areas  and  subareas  requires  considerable 
investment  of  time  and  money  in  manual  analysis. 

Second,  even  where  data  are  accessible  and  have  been  processed, 
definitional  and  reporting  inconsistencies,  such  as  we  described  earlier, 
are  likely  to  be  encountered.    Also,  there  may  be  problems  in  the  quality 
of  the  source  data  reported,  incompatibilities  in  computer  hardware, 
software,  etc. 

Third,  there  is  the  confidentiality  issue.    The  planning  law 
requires  that  all  written  materials  pertinent  to  any  agency  review  be 
made  accessible  to  the  public.    Furthermore,  in  the  Preamble  to  the 
January  1977  regulations,  the  Secretary  specifically  rejected  suggestions 
that  states  be  allowed  to  adopt  policies  governing  public  access  which 
conform    to    more    restrictive    state    laws.     Thus,    there   is  no 
apparent  way  consistent  with  the  regulations  in  which  an  HSA  or  state 
agency  can  keep  any  institution-specific  data  it  collects  from  the  public 
view.    This  fact  contributes  to  the  PSROs'  reluctance  to  share  their 
UHDDS  based  reports.    To  an  even  greater  degree,  it  can  be  expected  to 
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create  incentives  for  keeping  sensitive  matters    such  as  comparative 
case  fatality  rates  for  open  heart  surgery  and  other  patient  outcome 
indicators  of  quality  from  ever  finding  their  way  into  planning  agency 
files.    This  could  greatly  handicap  the  ability  of  these  agencies  ever 
to  take  proper  account  of  differences  in  the  quality  of  care  among 
institutions,  except  indirectly  through  dependence  on  licensing  and 
certification  reports  traditionally  derived  from  structural  and  process 
measures,  or  on  PSRO  evaluations,  should  they  become  forthcoming. 

The  final  issue  in  effective  data  sharing  concerns  the  assignment  of 
responsibility  for  managing  and  analyzing  the  data  required  for  health  plan- 
ning and  to  back  up  project  reviews.    Only  a  few  states—Rhode  Island, 
Vermont  and  Maine--had  well-established  health  statistics  centers  prior  to 
the  advent  of  P.L.  93-641.    And  while  the  Cooperative  Health  Statistics 
System  has  sponsored  the  development  of  various  component  information  systems 
in  the  majority  of  the  states,  funding  has  not  as  yet  been  sufficient  to  mount 
the  commitment  required  to  meet  HSA  and  SHPDA  needs,  or  to  establish  state 
statistical  centers.  The  ten  Centers  for  Health  Planning  are  not  funded  at 
levels  that  would  permit  them  to  assume  this  role,  nor  are  they  charged 
with  this  function. 

Several  models  are  possible.    In  one,  the  SHPDA  assumes  a  lead  role  in 
the  coordinative  function.    It  is  responsible  for  working  out  data  sharing 
agreements  with  other  agencies  and  supplying  analyses  of  health  resources, 
util ization,  costs ,  etc.  to  each  HSA  according  to  its  own  geographic  boundaries. 
The  Office  of  State  Health  Planning  in  Massachusetts  serves  the  HSA  in  this 
way.    Under  another  model,  one  of  the  HSAs  with  a  particularly  good  capability 
for  data  analysis  might  assume  the  coordinating  and  major  analytic  responsi- 
bilities on  behalf  of  the  other  HSAs  and  the  SHPDA.    This  appears  to  be  the 
pattern  evolving  in  Connecticut.    The  alternative,  for  each  HSA  and  SHPDA  to 
each  assemble  its  own  basic  data  through  independent  efforts,  would  appear 
to  be  wasteful  in  states  where  HSA  characteristics  and  problems  are  relatively 
homogenous,  but  may  not  be  entirely  unsatisfactory  in  states  such  as  Arizona, 
where  there  are  wide  regional  differences.    Under  the  best  of  circumstances, 
each  HSA  would,  in  any  event,  have  to  engage  in  considerable  data  collection 
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and  analysis  in  connection  with  major  project  reviews. 

Any  model  of  information  broker  system  or  data  consortium  that  might 
be  devised  will  require  a  mechanism  that  will  first,  keep  the  front  line 
agencies'  needs  as  the  paramount  consideration  in  planning  the  data  collec- 
tion and  analysis,  second,  keep  these  agencies  aware  of  both  the  potential 
use  of  the  resulting  data  and  their  analyses,  and  of  their  limitations,  and 
third,  assure  the  privacy  of  individual  patients'  medical  records. 

Shared  Activity  During  Project  Reviews 

As  we  have  tried  to  indicate,  cooperation  between  SHPDAs,'  HSAs, 
rate  setting  bodies  and  other  agencies  is  more  important  at  the  stage 
of  developing  common  policies,  strategies,  review  criteria  and 
procedures  and  information  exchange  than  at  the  stage  when  individual 
project  proposals  are  actually  being  reviewed.    Nevertheless,  within 
the  90  day  timetable    the  federal  regulations  set  for  reviews,  there 
are  opportunities  for  valuable  interchange.    There  are  also  opportunities 
for  damaging  misunderstandings.    These  can  be  minimized  by  advance 
agreements  on  responsibilities  and  procedural  logistics.    Some  of  the 
issues  are  outlined  below. 

Defining  the  Role  of  Rate  Setting  Bodies  in  Reviews.  As  we  have  seen, 
PA.  93-641  requires  HSAs  to  make  recommendations  on  individual  proposals 
for  new  institutional  services,  but  requires  that  final  decisions  be 
made  by  the  state  agency.    Thus,  the  relationship  is  clearly  defined. 
Rate  setting  input  to  the  process,  as  spelled  out  in  the  law  and  regulations 
is  optional  and  then  only  made  at  the  state  of  public  hearings  on  a 
proposal.    Also,  if  it  so  desires,  the  rate  setting  program  can  appeal 
the  state  agency  decision,  again  through  a  public  hearing.    This,  too, 
is  clear. 

Confusion  can  arise,  however,  if  SHPDAs  and  HSAs  go  farther  than 
the  law  and  regulations  require,  as  we  suggest,  and  seek  assistance  from 
rate  setting  programs  either  in  the  form  of  one  or  another  particular 
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kind  of  cost  analysis,  or  of  a  general  analysis  of  the  project's  cost 
implications,  or  of  overall  recommendations  on  acceptance  or  rejection 
of  the  proposal.    Two  sets  of  issues  arise.    The  first  concerns  the 
ways  in  which  planning  agencies  formally  request  rate  setting  assistance, 
where  the  results  are  reported,  and  what  use  is  then  made  of  the 
contribution.    The  second  set  of  issues  derives  from  the  logistics  of 
coordination. 

Rate  Setting  Advisories.    Given  the  specific  knowledge  rate 
reviewers  possess  about  the  operating  and  capital  costs  of  each  individ- 
ual institution  encompassed  by  their  program,  together  with  their 
access  to  cost  and  utilization  data  that  permit  comparisons  with 
similar  institutions,  rate  reviewers'  advisories  on  the  cost  implications 
of  new  projects  can  be  an  invaluable  resource  to  HSA  and  SHPDA  reviewers. 
For  these  reviewers  to  learn  how  to  speak  the  language  of  rate  setters, 
and  how  to  make  efficient  use  of  their  potential  contributions  will 
necessarily  be  a  slow  process.    It  suggests  that  project  review 
staff  be  made  familiar  with  rate  setters'  own  decision  criteria,  that 
they  discuss  in  advance  the  questions  to  be  asked,  and  that  each 
agency  receive  copies  of  the  resulting  advisories. 

While  the  capabilities  of  rate  setting  bodies  to  perform  discrete 
cost  analysis  should  be  taken  advantage  of  to  the  fullest  extent 
possible,  it  would  not  be  appropriate  to  request  formal  recommendations 
on  the  project  proposals.    Congress  deliberately  avoided  doing  so  in 
its  final  version  of  the  Planning  Act.    Furthermore,  SHPDAs  might  be 
put  in  the  difficult  position  of  having  to  choose  between  conflicting 
HSA  and  rate  setting  recommendations,  and  having  to  justify  its  decisions 
to  both  bodies.    Other  regulatory  and  quasi-regulatory  agencies,  such  as 
licensing  and  PSROs,  might  well  request  a  similar  right  to  make  recommend- 
ations, endlessly  complicating  the  process.    Finally,  if  rate  setting 
agencies  were  to  submit  formal  recommendations  on  approvals,  it  is 
doubtful  whether  due  process  requirements  would  permit  them  to  do  so 
on  a  selective  basis.    Analysis  of  each  and  every  new  project  applica- 
tion, large  and  small,  would  not  appear  to  be  a  wise  allocation  of 
rate  setting  resources.    New  staff  would  undoubtedly  be  required; 
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duplication  of  effort  might  ensue. 

Rate  reviewers'  enthusiasm  for  cooperating  with  HSAs  and 
the  SHPDA  is  likely  to  fade,  however,  if  they  perceive  that  their 
cost  analyses  of  project  proposals  are  consistently  disregarded. 
Consequently,  HSAs  and  the  SHPDA  would  probably  want  to  communicate 
to  them  the  reasons  behind  any  final  actions  that  seem  to  contradict 
rate  setting  analysts'  findings. 

Informal  Exchanges.    The  literature  on  certificate  of  need  and 
section  1122  reviews  is  curiously  silent  on  the  informal  inputs  that 
are  made  to  the  recommendation  and  decision  processes.    Yet  it  is  no 
secret  that  for  major  proposals,  the  real  action  takes  place  through 
an  independent  system  of  communication  that  operates  side  by  side  with 
the  formal  procedural  processes  laid  out  in  laws  and  regulations.  As 
we  have  seen,  formal  criteria  cannot  govern  many  important  aspects  of 
such  proposals,  e.g.,  those  relating  to  quality  of  patient  care, 
the  character,  honesty  and  capability  of  the  provider,  the  desires 
and  strengths  of  the  community,  ethnic  groups,  and  medical  constituen- 
cies—and the  stakes  are  high.    Thus,  the  most  important  review 
activities  often  take  place  behind  the  scenes.    Participants  in  all 
the  states  we  visited  indicated  that  this  was  so.    As  one  HSA  staff 
member  described  it: 

When  a  really  important  proposal  is  coming  up,  review  action 
takes  place  on  the  telephone,  long  before  the  proposal  gets 
sent  in.    All  the  important  people  get  in  on  the  act.  By 
the  time  the  proposal  is  submitted,  the  applicant  usually 
knows  just  what  he  can  expect  to  get.    If  he  goes  ahead  and 
asks  for  a  lot  more  besides,  the  chances  are  he  thinks  he 
can  get  away  with  it  through  appeals  or  by  the  exercise 
of  political  muscle. 

We  also  observe  that  the  applicant  learns  through  this  informal  process 
>t    ompromises  or  adjustments  he  must  mke  if  his  proposal  is  likely 
to  be  accepted.  If  he  is  not  prepared  to  make  them,  he  may  never  submit 
a  formal  application.    Similarly,  if  he  has  already  submitted  his 
proposal  and  discovers  that  the  reviewers  are  likely  to  reject  it,  he 
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can  withdraw  it  "without  prejudice"  for  reworking,  or  he  may  discard 
it  altogether.    In  all  such  cases,  time  and  expense  is  saved  for 
everyone  concerned.  In  some,  but  not  all  the  states  we  visited,  the 
advice  and  opinions  of  rate  setting  officials  were  solicited  informally 
during  this  important  shadow  review  process.* 

Participation  in  Hearings.    By  giving  rate  setting  bodies  the 
opportunity  to  present  testimony  on  proposals  for  new  institutional 
services  during  public  hearings,  the  Planning  Act  encourages  an 
important  type  of  educational  opportunity.    If  the  consumers  in  local 
communities  are  more  apt  to  be  concerned  with  questions  of  access  and 
quality  than  with  cost,  this  in  part  stems  from  ignorance  of  the  cost 
implications  of  specific  actions,  such  as  modernizing  an  operating  room 
suite,  purchasing  a  CAT  scanner,  etc.    Evidence  presented  by  rate  setting 
bodies  on  specific  proposals  can  bring  home  the  ramtf ications  of  such  deci- 
sions and  thus,  in  time,  nuture  the  development  of  more  prudent  attitudes. 

In  addition,  HSAs  may  be  encouraged  to  take  stronger  stands  on 
cost  containment  if  they  know  they  will  be  publicly  backed  by 
expert  testimony  from  rate  setting  officials. 

Finally,  allowing  rate  setting  bodies  to  appeal  SHPDA  decisions 
provides    insurance    against  possible    provider    capture    of  the 
agency  to  the  deteriment  of  cost  controls,    and  gives  the  issues 
public  airing.    However,  it  seems  unlikely  that  this  right  would 
be  exercised  except  in  most  unusual  circumstances. 

Logistics  of  Rate  Setting  Contributions  to  Reviews 

Clear  agreement  on  the  specific  tasks  HSAs  and  SHPDAs  wish  rate 
setters  to  undertake  in  connection  wit!,  reviews,  and  timetables  for  the 
performance  of  sucn  tasks  will  further  the  success  of  the  linking  effort. 


*Shadow  reviews  hold  the  possibility  for  favoritism  and  other  abuse.  However, 
applicants  always  have  recourse  to  the  formal  review  system  to  present  their 
case,  and  ultimately  to  the  courts. 
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The  amount  of  special  analysis  that  the  planning  agencies  can 

expect  the  rate  setting  program  to  perform  will,  of  course,  depend  on 

the  number    and  capabilities  of  the  staff  in  any  particular  program 

and  its  workload  of  budget  reviews  and  appeals.    Given  the  fact  that 

cooperation  is  most  likely  where  the  rate  setting  program  for  its  own 

purposes  wants  to  make  an  analysis  of  a  new  institutional  service,  as 

in  the  case  of  CAT  scan  costs  noted  earlier,  one  approach  is  to 

identify  the  proposals  likely  to  be  of  greatest  mutual  interest. 

Another  is  for  the  planning  agencies  to  pay  part  or  all  of  the  salaries 
of  rate  setting  staff  that  may  be  assigned  to  analyze  the  financial 

0 

feasibility,  cost  impact  and  cost  reasonableness  of  proposals  where 
advisories  are  desired.    In  either  case,  a  screening  mechanism  must  be 
developed,  such  as  a  dollar  threshhold  of  estimated  capital  expenditures 
and/or  annualized  operating  cost  increases  associated  with  the  proposal. 
In  addition,  estimates  must  be  made  of  the  amount  of  staff  time  required 
to  perform  the  desired  analysis. 

Finally,  applications  need  to  be  routed  to  the  rate  setting 
program  immediately  on  their  receipt  by  the  HSA  or  SHPDA,  and  written 
results  of  analysis  returned  early  enough  so  that  the  reviewers  can 
make  full  use  of  them  in  their  decisionmaking. 

In  many  states,  large  project  proposals  are  often  handled  through 
multistage  applications.    Separate  approvals  may  be  required  before  the 
institution  can  hire  consultants  to  prepare  plans,  before  it  can  develop  the 
plans  further  into  a  full  scale  application  and  secure  financing,  and  before 
it  can  actually  proceed  with  construction.    Here  the  reviewers  mast 
trade  off  their  ability  to  nip  an  undesired  project  in  the  bud,  or  at 
various  stages  in  its  development,  against  the  loss  of  the  detailed 
information  on  which  to  base  decisions  that  can  only  be  available 
as  a  project  becomes  full  blown.    Rate  setting  programs  called  in  to 
assist  with  feasibility  and  cost  impact  analyses  encounter  the  same 
problems. 

The  states  we  visited  varied  considerably  in  the  extent  to  which 
these  kinds  of  linking  mechanisms  exist,  and  are  formalized.  For 
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example,  in  the  cases  we  are  following  in  New  York,  the  HSAs  had 
received  no  communications  or  analyses  from  the  state  rate  setting 
program  to  help  them  in  their  reviews,  but  the  rate  setting  staff 
performs  a  great  deal  of  analysis  for  the  SHPDA,  according  to  a  well 
routinized  plan  of  operations  and  timetable  (Brown,  Rowland,  Sweet! and, 
1976).  In  Massachusetts,  on  the  other  hand,  the  Rate  Setting  Commission 
makes  a  concerted  effort  to  serve  the  needs  of  both  HSAs  and  the  SHPDA, 
and  special  staff  is  assigned  for  the  purpose. 

Rate  Setting  Assistance  in  Monitoring  and  Enforcement 

State  certificate  of  need  programs  rarely  have  staff  available  to 
visit  hospitals  or  long  term  care  facilities  whose  applications  for 
projects  have  been  denied,  or  to  detect  situations  where  they  have 
undertaken  new  projects  without  filing  applications.    In  rate  setting 
states,  or  in  states  with  high  Blue  Cross  plan  penetration,  there  are 
few  incentives  for  institutions  to  evade  the  law,    since  rate  increases 
to  support  service  expansions  will  not  be  granted  in  the  absence  of 
conformance.    The  same  holds  true  for  section  1122  contracts  as  regards 
reimbursement  under  federal  programs. 

However,  a  pervasive  problem,  usually  associated  with  the  largest, 
most  cost  consequential  projects,  is  that  the  institution's  original 
cost  estimates,  on  the  basis  of  which  approvals  were  granted,  often 
change  markedly  during  the  period  of  actual  project  development  - 
particularly  if  construction  is  involved.    Also,  the  scope  of  the 
project  may  change.    Both  SHPDAs  and  rate  setting  programs  share  an 
interest  in  monitoring  and  controlling  the  cost  increases  in  approved 
projects.    With  agreement  on  ways  and  means,  the  rate  setting  program 
can,  if  desired,  assume  prime  responsibility  for  follow-up  reviews. 
The  division  of  labor  here  is  particularly  appropriate,  since  the 
institution  would  have  to  make  an  application  to  the  rate  setting  body 
when  its  new  service  was  about  to  be  offered,  in  order  that  its  new 
rates  could  be  established.    In  Massachusetts,  the  SHPDA,  the  HSAs  and 
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the  Rate  Setting  Commission  have  a  joint  task  force  to  establish  mechanisms 
for  identifying  potential  cost  overruns. 

To  what  extent  can  hospital  rate  setting  programs  be  expected  to 
reinforce  planning  recommendations  and  certificate  of  need  decisions  on 
the  regionalization  of  tertiary  care  services?    In  theory*  the  New  York 
and  Massachusetts  rate  setting  programs  have  the  power  to  at  least  encourage 
such  moves  for  certain  hospital  services,  through  the  occupancy  minimums 
they  use  to  calculate  reimbursement.    If  a  service  offered  by  a  primary  or 
secondary  hospital  is  continually  underutilized,  over  time  the  resulting 
chronic  underpayment  may  force  its  closing,  or  at  the  least,  reduction  in 
bed  capacity.    However,  as  Evans  observes,  mere  designation  of  a  perinatal 
care  regional  center,  for  example,  does  not  mean  that  referrals  even  of 
high  risk  cases  will  necessarily  follow.    Aside  from  the  ever  present 
religious  and  ethnic  issues  that  may  influence  patients'  choice,  physicians 
have  their  own  accustomed  networks  of  referrals,  influenced  by  factors  of 
staff  privileges,  collegia!  relations,  convenience,  perception  of  quality 
of  nursing  care,  etc.,  as  well  as  by  technical  excellence  (Evans,  1978; 
Greer,  1977).    If  such  indirect  reimbursement  pressures  fail,  could  rate 
setting  or  reimbursement  systems  institute  more  direct  ones?  Evans 
observes  (1978:  74): 

While  some  have  intimated  that  rate  setting  might  be  the  stick 
of  regionalization,  all  would  agree  that  such  action  should 
be  taken  as  an  absolute  last  resort.    Doctors  are  independent- 
minded.    Most  would  strenuously  object  to  state  regulations 
telling  them  where  and  when  they  must  refer  and  transfer  their 
patients,  and  would  simply  refuse  to  do  it." 

In  short,  movement  toward  regionalization  may  still  rest  more  in 
the  hands  of  education  and  persuasion  by  medical  leadership  than  in  the 
hands  of  planners  and  regulators. 
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Conclusion 


Tensions  between  planning  and  regulatory  agencies  arising  from  the 
structural,  organizational  and  stylistic  differences  we  reviewed  in  Part 
II  can  be  reduced  in  the  course  of  building  mutually  useful  interchanges 
as  these  agencies  discharge  their  responsibilities  for  reviews  of  new 
institutional  services.    Opportunities  for  helpful  linkage  between  SHPDA, 
HSA  and  rate  setting  activities  present  themselves  both  at  the  stage  of 
designing  and  improving  the  review  process  itself,  and  during  the  actual 
reviews  of  individual  project  proposals.    Cooperation  at  the  pre-review 
stage  is  the  most  important.    To  the  extent  that  the  preliminaries  are 
well  executed  and  the  players  know  the  options  likely  to  be  open  to  them, 
proposals  for  new  services  are  more  likely  to  be  feasible,  realistic  and 
acceptable  to  the  reviewers. 

In  developing  a  good  review  process,  cooperation  among  HSAs, 
SHPDAs  and  rate  setting  bodies  (and  other  agencies  not  specifically 
dealt  with  here)  can  take  place  in  the  following  areas:  criteria 
development;  analyses  of  special  classes  of  problems  common  to  most 
reviews;  division  of  labor  on  procedural  tasks;  and  development  of 
mechanisms  for  information  brokering. 

As  part  of  its  general  encouragement  of  open  reviews,  the  Planning 
Act  requires  HSAs  and  SHPDAs  to  invite  comment  on  proposed  review  criteria 
and  procedures  from  many  agencies,  including  rate  setting  programs.  But 
it  leaves  considerable  discretion  as  to  how,  and  to  what  extent  the  HSAs 
and  the  SHPDA  will  coordinate  their  own  efforts  at  the  pre-review  stage, 
and  how  they  may  involve  other  agencies. 

Criteria  Development.    By  calling  for  the  HSAs  and  SHPDAs  to  develop 
criteria  to  back  up  12  required  review  considerations,  the  Planning  Act 
imposes  a  task  of  heroic  proportions.    Few  scientifically  based  criteria 
exist  to  determine  either  a  community's  need  for  new  health  services  of 
given  types  and  volumes,  or  what  constitutes  efficient  production  of 
services.    Nor  have  the  criteria  that  are  commonly  employed  been  validated. 
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Progress  is  difficult  because  data  are  lacking  to  show  differences  in 
patient  outcomes  associated  with  different  ways  of  providing  medical 
care  of  different  types  and  volumes  to  different  population  groups  at 
different  sites,  with  different  mixes  of  manpower.    All  entail  different 
levels  of  costs.    Even  were  the  necessary  data  to  be  available,  few 
HSAs  and  SHPDAs  have  the  staff  to  perform  the  necessary  analysis.  Thus, 
inevitably,  the  design  of  criteria  to  guide  review  decisions  will 
primarily  reflect  the  judgment  and  opinions  of  the  designers. 
Consequently,  the  choice  of  the  people  responsible  for  criteria  develop- 
ment becomes  crucially  important.    Resolution  of  the  issues  surrounding 
any  one  service,  such  as  burn  centers,  usually  demands  clinical, 
epidemiological,  planning,  legal  and  economic  expertise.    To  further 
goals  of  cost  containment,  contributions  from  rate  setting  bodies  could 
be  especially  valuable  in  suggesting  criteria  by  which  to  determine 
the  financial  feasibility,  the  cost  impact  and  reasonableness  of  the  cost 
of  individual  proposals.    However,  because  rate  setting  bodies  usually 
lack  data  on  casemix/patient  characteristics  by  which  to  differentiate 
the  products  of  hospitals,  planning  agencies  must  be  sensitive  to  the 
limitations  as  well  as  the  strengths  of  their  potential  contributions. 

When  HSAs  and  SHPDAs  employ  identical  criteria  and  standards  to 
determine  "need,"  confusion  and  contradiction  are  avoided.  However, 
while  arbitrary  rule  of  thumb  population  ratios  may  be  adequate  for 
national  and  statewide  decisionmaking  where  there  is  a  large  population 
base  and  where  special  factors  balance  each  other  off,  strict  application 
of  such  ratios  to  small  area  decisionmaking  may  be  most  inappropriate. 

An  Early  Warning  System  for  Major  Corporate  Plans.    To  maximally  influence 
change,  HSAs,  in  particular,  need  to  learn  the  directions  that  corporate 
planners  are  exploring  long  before  these  institutions  develop  formal  plans 
and  proposals.    Hospital  submission  of  a  joint  long  range  plan  and  five 
year  capital  budget  to  a  SHPDA  and  state  rate  setting  agency  can  provide 
a  means  for  both  agencies  to  detect  nascent  projects  that  could  have  major 
impacts  on  the  health  system  of  cm  area  and  cn  its  costs. 
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A  Forum  for  Discussing  Review  Policies.    Discussion  of  criteria  and  implemen- 
tation of  such  an  early  warning  system  can  serve  to  bring  SHPDA,  HSA  and 
rate  setting  staff  together  on  a  continuing  basis  to  work  out  matters  of 
concern.    The  committee  structure  developed  for  these  purposes  could  well 
provide  a  forum  for  discussing  other  questions  of  review  policy  where 
advance  agreement  is  highly  desirable.    These  include: 

-  how  to  impose  conditions  to  review  recommendations  and  approvals  - 
who  should  attach  them,  who  enforce  them?    If  they  turn  out  to 
increase  the  cost  of  the  project,  will  the  rate  setting  program 
allow  the  necessary  adjustments  in  revenue  to  support  them? 

-  how  to  deal  with  parallel  proposals  being  developed  by  two  or 
more  institutions  to  provide  the  same  new  service  to  the  same 
population; 

-  how  to  discourage  proposals  from  marginal  or  undesirable 
providers ; 

-  to  what  extent  should  findings  and  opinions  of  licensing  agencies 
and  PSROs  be  routinely  sought  when  proposals  are  being  analyzed? 

A  more  general  issue  to  be  faced  is  how  to  deal  with  the  many  soft 
areas  of  review  where  there  are  no  criteria,  or  where  established  criteria 
can  give  only  partial  guidance  -  e.g.,  differences  in  the  quality  of  care, 
etc.    If  legal  constraints  on  state  agency  regulators  forbid  them  to 
exercise  discretion  in  areas  where  firm  evidence  is  lacking,  what  course 
of  action  should  they  pursj?7 

Procedural  Tasks.    Because  all  agency  resources  for  review  are  "limited, 
HSAs  and  the  SHPDA  have  incentives  to  work  out  a  division  of  labor  w,. 
tasks  that  the  planning  law  requires  both  to  perform,  e.g.,  notification 
of  review  schedules,  hearing  dates,  etc.    Issues  here  are  merely  logistical. 

Securing  Commonly  Needed  Analyses.    HSAs,  SHPDAs  and  rate  setting  programs 
from  time  to  time  share  needs  for  certain  types  of  analyses,  such  as  of 
community  funds  flow,  the  projected  cost-to-benefits  relaticr.chips  of 
alternative  services,  and  the  impact  of  high  technology.    A  pooling  of 
resources  can  be  helpful  in  making  such  studies  possible.    In  particular, 
rate  setting  programs  have  a  unique  capability  to  provide  data  for  cost 
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impact  analyses  of  new  medical  programs  and  technology  when  a  number  of 
hospitals  they  regulate  have  already  accumulated  and  reported  experience 
as  a  basis  for  obtaining  new  rates  or  rate  adjustments.  However,  cost 
impact  analyses  are  of  limited  usefulness  in  situations  where  engineering 
improvements  are  constantly  going  forward,  and  where  new  clinical  uses  are 
still  actually  being  actively  explored. 

Improving  the  Data  Base.  Lack  of  good  information  handicaps  planning 
and  regulatory  efforts  alike.    Because  poor  data  results  in  poor  regulatory 
decisions,  providers,  too,  have  incentives  for  improving  them.    Thus,  all 
parties  can  benefit  from  shared  activity  that  will  improve  the  assessibil ity 
of  compatible  data  of  reliable  quality. 

There  are  obvious  advantages  to  HSAs  and  SHPDAs  having  application 
forms  with  common  components,  employing  common  categories  and  common 
definition  of  data  items.    However,  if  the  individual  applications  are 
going  to  be  reviewed  in  the  light  of  statistics  of  other  institutions, 
it  is  important  that  these  categories  and  definitions  also  correspond  to 
those  used  to  describe  the  universe  of  hospitals  on  which  the  comparisons 
will  be  based.    Give  the  importance  of  the  cost  containment  objective 
and  the  wealth  of  data  that  rate  setting  agencies  collect  on  institutional 
utilization,  staffing  and  costs,  there  is  much  to  be  said  for  adopting  the 
rate  setting  descriptors,  pending  development  and  adoption  of  whatever 
uniform  accounting  and  reporting  systems  developed  under  section  1533(d) 
eventually  become  mandated. 

The    planning    law    requirement    that    reviewers  consider 
proposals  in  relationship  to  the  existing  health  care  system  of  each 
area  demands  that  HSAs  and  SHPDAs  be  able  to  draw  from  a  wide  array  of 
data  about  the  service  area.    Many  of  these  data  will  be  available  from 
the  agencies'  respective  plan  development  units;  others  will  derive  from 
a  variety  of  collecting  agencies  -  third  party  payers,  PSROs,  etc. 
Again,  rate  setting  programs  should  be  a  valuable  resource  for  detailed 
cost  and  institutional  data,  and,  in  a  few  states,  for  patient-related 
data  such  as  casemix,  length  of  stay  by  diagnosis,  etc. 
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However,  many  difficult  issues  surround  the  sharing  of  data  that 
are  collected  by  other  agencies  for  their  own  administrative  use. 
Accessibility  may  be  blocked  by  lack  of  data  processing,  incompatibilities 
in  reporting  and  computer  hardware  and  software,  and  by  agency  policies 
of  confidentiality,  currently  manifested  in  the  reluctance  of  PSROs  to 
share  reports  derived  from  uniform  hospital  discharge  abstracts. 

Finally,  the  question  arises  as  to  who  should  manage  and  distribute 
the  data.    Unless  management  is  centralized,  such  as  through  a  state 
statistical  center,  HSAs  and  the  SHPDA  alike  are  bound  to  waste  an 
inordinate  amount  of  their  own  staff  time  and  that  of  the  data  suppliers' 
in  their  independent  searches  for  the  same  information. 

Linkage  in  Conduct  of  Reviews.    If  HSAs  and  SHPDAs  go  beyond  the  strict 
requirements  of  the  planning  law  to  involve  rate  setting  bodies  in  analysis 
of  individual  applications,  the  roles  and  responsibilities  of  all  concerned 
need  to  be  spelled  out  carefully  in  advance.    Rate  setting  programs  are 
best  used  as  a  technical  resource  to  HSAs  and  SHPDAs  to  advise  them  on  the 
financial  feasibility,  the  cost  impact  and  reasonableness  of  the  costs  of 
new  service  proposals. 

In  order  to  understand  the  basis  for  rate  setting  advisories  on 
cost  impact,  HSA  and  SHPDA  reviewers  should  become  acquainted  with  the 
program's  own  decision  rules. 

The  logistics  of  rate  setting  participation  in  individual  reviews 
are  important.    Again,  given  limited  staff  time  and  resources,  analysis 
of  individual  projects  should  be  limited  to  important,  cost-consequential 
proposals.    Criteria  for  triggering  such  reviews  must  be  agreed  upon. 

The  Shadow  Review  Process.    The  most  important  review  activities  often 
take  place  not  at  the  analyst's  desk  or  in  public  hearing  rooms,  but  during 
telephone  calls  and  at  informal  meetings  among  the  principal  actors  before 
an  institution  submits  its  proposal  and  during  the  90  day  review  period. 
This  shadow  review  process  permits  the  reviewers,  the  applicant  and  other 
interested  parties  to  test  out  each  other's  bargaining  possibilities  and 
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probe  for  weaknesses.    Compromises  and  adjustments  are  made  that  avoid 
mutually  destructive  confrontations,  thus  allowing  the  review  process  to 
remain  viable.    The  role  of  rate  setting  bodies  in  this  process  varies 
considerably  among  the  states. 

In  short,  if  HSAs,  SHPDAs  and  rate  setting  programs  pursue  their 
many  opportunities  for  communication  around  practical  problems  of  mutual 
interest,  over  time  consistent  working  policies  are  likely  to  emerge, 
based  on  the  precedents  established  through  the  cumulative  record  of  case 
case  reviews.    This  opportunity,  of  course,  brings  a  corresponding  danger 
The  overall  goal  of  cost  containment  through  better  organization  of  the 
health  service  system,  presumably  incorporated  into  health  system  plans, 
may  become  lost  or  forgotten.    Instead,  admittedly  shaky  criteria,  rather 
than  implementing  policy,  may  come  to  determine  it. 
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IX.    REVIEWING  THE  APPROPRIATENESS  OF  EXISTING  SERVICES 


The  most  difficult  and  controversial  responsibility  that  Congress 
assigned  to  the  new  Planning  Act  agencies  is  to  review  all  institutional 
health  services  offered  in  their  areas  as  to  their  appropriateness.  The 
two  most  relevant  sections  of  the  law  state: 

(1513(g)).  .  .each  health  systems  agency  shall  review  on  a 
periodic  basis  (but  at  least  every  five  years)  a?ll  institutional 
health  services  offered  in  the  health  service  area  of  the  agency 
and  shall  make  recommendations  to  the  State  health  planning  and 
development  agency  designated  under  section  1521  for  each  State 
in  which  the  health  systems  agency's  health  service  area  is 
located  respecting  the  appropriateness  in  the  area  of  such  services. 

(1523(6))  [The  State  agency  shall]  review  on  a  periodic  basis  (but 
not  less  often  than  every  five  years)  all  institutional  health 
services  being  offered  in  the  State  and,  after  consideration  of 
recommendations  submitted  by  health  systems  agencies  under 
section  1513(g)  respecting  the  appropriateness  of  such  services, 
make  public  its  findings. 

The  law  also  specifies  that  each  HSA's  initial  reviews  are  to  be 
completed  within  three  years  after  the  date  of  its  official  designation. 

These  reviews  differ  in  four  major  respects  from  reviews  of  new 
institutional  services.    First,  this  is  an  entirely  new  type  of  review. 
Unlike  the  case  with  certificate  of  need  and  section  1122,  no  states 
or  CHP  agencies  have  blazed  a  trail.    Second,  the  action  is  initiated 
at  the  reviewers'  behest,  not  in  response  to  a  provider's  proposal. 
Third,  there  are  no  formal  sanctions;  the  provider  whose  services  are 
found  to  be  inappropriate  is  at  risk  not  for  direct  penalties  but  for  adverse 
publicity.    Finally,  the  scope  of  the  reviewers'  task  is  enormous,  embracing 
as  it  does  al 1  institutional  services  in  al 1  institutions. 

The  very  magnitude  of  both  the  conceptual  and  administrative 
challenges  presented  by  appropriateness  reviews  may  well  force  HSAs  and 
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SHPDAs  to  work  more  closely  together  in  their  design  and  implementation 
than  might  normally  be  the  case.    Both  agencies  are  at  considerable 
political  risk  should  the  process  fail.    Since  among  other  factors,  they 
must  consider  the  appropriateness  of  institutional  service  costs,  in 
states  where  there  are  rate  setting  programs  they  may  look  to  them  for 
assistance. 

After  describing  the  rationale  for  appropriateness  reviews,  and 
posing  some  general  issues,  we  will  outline  the  points  of  linkage  between 
HSA,  SHPDA  and  rate  setting  bodies  set  forth  in  the  planning  law,  and 
then  go  on  to  consider  other  possibilities.    We  will  conclude  by 
speculating  on  the  potential  use  of  linking  appropriateness  review 
findings  with  regulatory  actions  in  pursuing  the  objectives  of  cost 
contai nnent . 

The  analysis  is  handicapped  by  several  factors  inherent 
in  the  timing  of  our  project.    Since  appropriateness  reviews  cannot 
begin  until  after  HSAs  are  fully  designated  and  their  HSPs  and  AIPs 
developed,  any  actual  experience  under  the  law  is  still  down  the 
road.    The  only  somewhat  analogous  experience  is  in  New  York,  where, 
as  already  noted,  the  state  has  long  had  legal  authority  to  decertify 
institutions  whose  services  are  found  to  be  inappropriate.    Also,  as 
of  the  time  of  this  writing,  federal  regulations  for  appropriateness 
review  have  not  been  published.    Finally,  the  question  of  what 
organizational  unit  at  the  state  level  will  conduct  the  appropriate- 
ness reviews  is  still  undecided.    Within  the  SHPDA  (or,  within  another 
state  agency  for  whom  an  exception  has  been  obtained),  responsibility 
for  appropriateness  reviews  could  be  assigned  to  the  organizational 
unit  that  conducts  new  institutional  services  reviews  or  to  the  unit 
responsible  for  plan  development,  or  to  some  other  unit.    In  the 
first  instance,  the  reviews  would  take  on  the  character  of  a  quasi  - 
regulatory  activity;  in  the  second,  they  would  become  a  planning 
activity.    How  this  structural  question  is  answered  will  obviously 
influence  the  nature  of  the  resulting  planning  and  regulatory  relationships. 
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The  Rationale  for  Appropriateness  Reviews 


As  we  have  seen,  one  fundamental  shortcoming  of  reviews  of  new  institu- 
tional services  is  that  the  regulators  can  only  act  when  a  provider  chooses 
to  bring  a  proposal  to  them.    Hospitals  and  nursing  homes  that  do  not  seek  to 
make  changes  above  the  threshhold  dollar  limit  never  get  reviewed.  For  some 
time,  advocates  of  strengthened  regulation  have  proposed  that  state  govern- 
ments be  given  the  authority  to  recertify  as  well  as  to  certify  facilities 
and  services,  arguing  that  regulators  need  a  pro-active  as  well  as  reactive 
role  if  they  are  ever  to  allocate  health  resources  in  accord  with  whatever 
health  system  plan  is  developed. 

While  provisions  for  recertifi cation  included  in  early  versions  of  the 
Planning  Act  were  dropped,  it  was  hoped  that  appropriateness  reviews  followed 
by  publication  of  findings  might  at  least  advance  this  purpose.  Providers 
would  be  reminded  continuously  that  the  goals,  objectives  and  priorities  set 
forth  in  plans  based  on  analysis  of  the  local  population's  health  status,  its 
current  access  to  care,  and  its  per  capita    health  expenditures  had  an  immed- 
iate relation  to  the  delivery  of  their  own  services.    Corporate  rationalists 
could,  perhaps,  use  the  findings  to  pursuade  their  medical  staffs  that  changes 
needed  to  be  made.    Though  the  reviews  were  themselves  devoid  of  formal 
penalties,  once  a  particular  service  had  been  found  to  be  "inappropriate" 
the  information  could  be  used  by  rate  reviewers,  certificate  of  need  reviewers 
and  third  party  payers  in  arriving  at  their  own  regulatory  and/or  reimburse- 
ment decisions.  Hopefully,  federal  regulations  (not  yet  published  as  of  this 
writing)  would  protect  providers  from  sudden  regulatory  penalties.    This  could 
be  achieved  if  there  were  some  reasonable  spread  of  time  between  HSA  recommend 
ations  for  changes  in  service  delivery  and  the  publication  of  SHPDA  findings. 
This  might  permit  an  institution  to  carry  out  the  HSA  recommendations  before 
public  notice  is  given,  or  at  least  to  incorporate  the  intention  in  their 
long  range  plans.    The  findings  in  appropriateness  reviews  could  also: 

-  provide  feedback  to  the  process  of  revising  the  HSP,  the  AIP,  the 
state  plan  and  the  state  medical  facilities  plan  -  allowing  the 
planners  to  increase  the  level  of  sophistication  and  to  identify 
new  problems; 
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-  provide  baseline  data  against  which  each  HSA  and  SHPDA  could 
measure  progress  in  remedying  identified  shortcomings  and 
moving  toward  plan  implementation. 

Finally,  the  idea  of  appropriateness  reviews  is  particularly 
appealing  at  a  time  when  many  analysts  believe  that  a  significant  reduc- 
tion in  the  overall  supply  of  institutional  beds  is  a  necessary  step 
in  containing  health  care  costs.    In  the  absence  of  such  reviews,  bed 
closings  may  well  be  made  on  the  basis  of  more  arbitrary  grounds,  as 
witness  the  Columbia  Presbyterian  Medical  Center  instance  we  noted  in 
the  previous  section.    While  proponents  of  the  reviews  admit  that  there 
are  problems  in  developing  a  suitable  review  methodology,  they  argue 
that  P.L.  93-641  provisions  allow  such  a  methodology  to  become  developed 
at  a  stage  short  of  the  more  drastic  step  of  recertif ication. 

Some  General  Issues 

While  recognizing  all  these  potential  benefits  from  appropriateness 
reviews,  the  overriding  question  is  whether  the  processes  by  which  they 
are  executed  will  allow  them  to  fulfill  their  promise,  or  whether  they 
may  instead  merely  waste  scarce  agency  resources,  or,  worse,  become 
counterproductive. 

There  are  many  difficult  issues  to  be  resolved.    To  begin  with, 
the  number  of  reviews  to  be  conducted  would  be  overwhelming  if  each 
service  at  each  health  care  institution  were  to  be  scrutinized  individ- 
ually.   Fortunately,  the  wording  of  the  law  is  sufficiently  broad  so 
that  the  mandate  can  be  satisfied  by  reviewing  categories  of  services 
in  an  area  rather  than  institution  by  institution.    Later,  as  the 
appropriateness  of  the  supply,  distribution,  cost  and  quality  of  various 
services  in  the  HSA  areas  become  determined,  the  focus  can  narrow  to  the 
appropriateness  of  service  delivery  in  particular  institutions.  But 
careful  definition  of  the  review  task  in  each  state  and  HSA  will  be 
necessary  if  responsibilities  for  reviewing  all  services  in  all 
institutions  is  not  to  consume  an  inordinate  proportion  of  HSA  and 
SHPDA  resources. 
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Criteria  of  Appropriateness.    Developing  criteria  and  standards  by  which 
to  make  determinations  of  "appropriateness"  will  be  far  more  difficult. 
The  central  problem  lies  in  the  fact  that  "appropriateness,"  like  beauty, 
so  frequently  lies  in  the  eye  of  the  beholder.    In  this  instance,  an 
array  of  institutional  services  is    to  be  judged  on  the  degree  to  which 
it  meets    criteria  and  standards  that  the  reviewing  agency  is  to 
establish  relating  to  (Orkand  Corporation , 1 976) : 

-  availability 

-  accessibility 

-  acceptability 

-  continuity 

-  cost,  and 

-  quality 

and  according  to  their  general  consistency  with  the  HSA  and  SHPDA  plans. 
In  addition  to  developing  criteria  to  cover  all  these  complex  matters 
(each  one  of  which  has  up  to  now  defied  attempts  at  satisfactory 
objective  measurement),  reviewers  will  need    to  develop  still  others 
to  back  up  the  nine  "general  considerations"  in  section  1532(c)  that 
apply  to  all  P.L.  93-641  reviews.  (See  list  on  pages  121-122.)  Of 
course,  each  type  of  institutional  service  -  laboratory,  pediatrics, 
physical  therapy,  psychiatry,  etc.,  has  its  very  own  special  character- 
istics and  requirements  for  effective,  efficient  delivery.  Since 
requirements  vary  greatly  according  to  the  clinical  complexity  of 
cases  being  served,  and  since  they  are  subject  to  rapid  shifts  with 
the  introduction  of  new  technology,  procedures,  drugs,  etc.  -  few 
objective  criteria  for  service  appropriateness  have  been  developed.* 
Furthermore,  as  we  have  already  stressed  in  Sections  V  and  VIII, 
the  data  required  to  construct  such  criteria  are  rarely  available, 
national ly  or  local ly . 


*  Among  these  few  are  guidelines  for  obstetrical  services  developed  by 
the  American  College  of  Obstetrics,  for  perinatal  services  developed 
by  the  Committee  on  Perinatal  Health,  and  for  diagnostic  cardiac 
services  developed  by  the  Inter-Society  Commission  for  Heart  Disease 
Resources . 
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Acceptance  of  Criteria.    Unless  the  criteria  used  in  reviews  are  accepted  by 
the  community  in  which  they  are  being  applied,  the  review  process  itself  is 
likely  to  become  quickly  discredited.    Findings  and  recommendations  are  then 
apt  to  be  either  ignored  or  contested  in  the  courts.    Antagonisms  are 
created  that  can  affect  progress  towards  other  agency  goals.    But  to  develop 
acceptable  criteria  for  any  one  service  requires  lengthy  time-consuming 
committee  work,  involving  consumers,  providers  and  corporate  rationalists 
who  bring  the  different  backgrounds  and  expertise  we  noted  in  the  previous 
section  when  discussing  criteria  for  new  institutional  services  review. 

This  is  particularly  true  for  appropriateness  reviews  that  not  only 
seek  criteria  for  areawide  recommendations  on  services,  but  that  can  also 
guide  decisions  on  the  relative  "appropriateness"  of  services  offered  in 
different  institutions.    For  example,  a  plan  for  improving  the  appropriate- 
ness of  obstetrical  services  in  what  is  now  the  Finger  Lakes  HSA  area  in 
upstate  New  York,  the  Rochester  region,  required  first,  adaptation  of 
criteria  to  calculate  the  region's  needs  and  then  identifying  particular 
hospitals  whose  OB  units  should  be  asked  to  close.    As  the  experienced 
planners  of  that  area  well  recognized,  it  also  required  community  acceptance. 
(Up  to  800  people  attended  public  hearings  on  one  set  of  recommendations 
alone,)    The  effort  began  in  1973  and  involved  six  separate  planning  organ- 
izations in  the  city  of  Rochester  itself,  some  regularly  constituted,  some 
ad  hoc.    Recommendations  were  not  completed  until  1977.    Thus,  although 
the  general  problem  of  low  occupancy  in  OB  units  had  been  recognized  at  the 
outset,  it  took  four  years  to  reach  agreement  on  the  particular  institutions 
that  finally  were  asked  to  close  their  units.    No  one  will  venture  a  guess 
as  to  the  number  of  manhours  consumed.  And  after  all  that,  in  October  1977, 
the  Governor  of  New  York,  during  a  preelection  visit  to  the  area,  publically 
assured  a  Catholic  hospital  slated  for  an  OB  unit  closing  that  the  state 
would  not  press  the  matter  (Brown,  1977a). 

Weighting  Multiple  Criteria.  Appropriateness  reviews  also  demand  that 
reviewers  properly  balance  the  various  criteria  they  employ.  Services 
that  score  well  on  whatever  criteria  are  developed  to  measure  availability, 
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access,  acceptability  and  quality  are  apt  to  score  poorly  on  costs,  and 
vice  versa.    Fortunately,  as  in  the  case  of  open  heart  surgery  units, 
this  is  not  .always  the  case.    Nevertheless,  the  relative  weights  that 
reviewers  assign  to  the  various  criteria  used  in  their  complex  decisions 
are  fully  as  important  as  the  choice  of  the  criteria  themselves.* 

Conflicts  with  Other  Reviews,  Other  Authorities.    The  many  different 
voluntary  and  governmental  organizations  that  periodically  review 
various  aspects  of  health  care  institutions,  licensing,  JCAH,  fire, 
PSRO,  specialty  societies,  rate  setting,  etc.,  have  each  defined  a 
host  of  criteria  and  standards  by  which  they  measure  the  appropriateness 
of  the  particular  activity  or  activities  within  their  purview.  Many 
of  these  are  contained  in  laws  and  regulations.    As  we  saw  earlier^ 
institutions  may  already  report  to  or  be  inspected  by  more  than  100 
such  organizations.    An  issue  for  HSAs  and  SHPDAs,  therefore,  becomes 
how  to  avoid  adopting  criteria  that  are  at  variance  with  those  of  the 
other  agencies  -  or,  how  to  persuade  the  other  agencies  to  comply  with 
theirs.    Failure  to  coordinate  asks  an  institution  to    play  the  same 
game  under  conflicting  sets  of  rules.    For  example,  should  a  hospital 
abide  by  JCAH  criteria  for  quality  controls  in  hospitals,  or  those 
established  by  the  HSA?    Should  the  hospital  aim  to  satisfy  an 
appropriate  length  of  stay  measure  set  out  by  the  SHPDA,  or  by  the 
PSRO?    Should  a  nursing  home  aim  for  a  standard  of  costs  deemed 
efficient  by  the  HSA,  or  by  the  rate  setting  commission?    Even  posing 
the  issue  suggests  that  coordination  of  efforts  in  criteria  development 
is  absolutely  essential.    This  question  will  be  discussed  later. 

Sieverts  raises  the  possibility  of  other  situations  where  institu- 
tions could  find  themselves  in  Catch-22  dilemmas.  Where  an  institution 


*  The  extent  to  which  criteria  will  actually  be  relied  on  in  HSA 
recommendations  and  SHPDA  findings  is  another  matter.  Decisionmakers 
will  usually  admit  that  they  most  often  use  information  to  justify 
their  actions,  not  to  guide  them. 
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has  set  up  certain  programs  as  a  condition  for  receiving  public  grants  or 
loans,  or  of  receiving  a  certificate  of  need,  if  an  HSA  recommends 
abandoning  them,  should  they  comply?    If  they  do  so,  they  would  violate 
their  previous  commitment.    But  if  they  continue  the  programs  after  a 
review  finds  them  inappropriate,  they  would  be  subjected  to  public 
criticism  for  defying  a  community  judgment  (Sieverts,  1977). 

Does  Finding  a  Particular  Service  "Inappropriate"  Unjustly  Brand  the  Entire 
Institution? 

Whatever  criteria  are  adopted,  it  is  essential  that  review  procedures 
be  carried  out  in  a  constructive  spirit.    Clearly,  if  in  a  given  community 
two  neighboring  hospitals  each  have  40  percent  occupancy  rates  in  their 
obstetrics  services,  cost  restraints  related  to  community  need  will  dictate 
that  one  of  these  services  should  close  down.    However,  it  is  quite  possible 
that  the  quality  of  care  in  the  two  services  is  equally  good  (or  poor).  Thus, 
in  fingering  one  of  the  hospitals  for  service  closing,  it  would  be  unfortunate 
if  the  label  "inappropriate"  were  to  be  used  in  a  manner  pejorative  of  the 
institution  as  a  whole.    Because  such  an  implication  would  probably  be  hard 
to  avoid,  even  by  the  best  intentioned  reviewers,  the  mere  fact  of  impending 
reviews  can  be  expected  to  spur  institutions  to  seize  the  initiative  in 
voluntarily  rationalizing  their  own  services.    The  increasing  number  of 
hospitals  that  are  negotiating  for  tradeoffs  of  one  service  against  another, 
even  in  the  face  of  medical  staff  opposition,  attests  to  the  strong  incentives 
that  the  threat  of  unfavorable  publicity  provides. 

However,  there  is  another  side  to  this  coin. 

Does  a  No  "Inappropriateness"  Finding  Equal  a  Stamp  of  Approval? 

Since  the  HSA  and  the  state  have  the  authority  to  review  periodically 
all  institutional  services  along  the  broadest  possible  dimensions,  institu- 
tions that  are  not  tagged  with  specific  recommendations  for  change  along  any 
of  these  dimensions  could  well  use  the  fact  to  advance  any  future  or  pending 
certificate  of  need  applications  and  applications  for  financing.    Given  the 
limited  resources  and  methodology  available  to  HSAs  and  SHPDAs  to  conduct 
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reviews,  one  suspects  that  for  some  years  to  come  they  will  only  be 
able  to  identify  extreme  cases  of  inappropriateness,  with  most  institu- 
tions probably  falling  through  their  screens.    If  this  is  indeed  the 
case,  the  failure  of  HSAs  and  SHPDAs  to  publish  findings  may  be  used 
by  institutions  to  challenge  efforts  by  rate  setters  and  other  agencies 
to  enforce  their  own  standards. 

Few  of  the  issues  raised  above  lend  themselves  to  easy  answers. 
However,  the  extent  to  which  mandated  review  of  existing  programs  can 
fulfill  the  hopes  of  its  legislative  sponsors  and  develop  tools  for 
equitable,  sensitive  appraisal  of  the  appropriateness  of  the  health 
services  provided  in  institutions  throughout  HSAs  and  states  will 
depend  to  a  great  extent  on  the  processes  adopted.    In  turn,  the 
process  will  depend  both  on  what  procedures  become  spelled  out  in  DHEW 
regulations  and,  beyond  this,  the  degree  to  which  HSAs,  SHPDAs,  and 
other  agencies  manage  to  cooperate  in  preparing  for  reviews,  in  conducting 
them,  and  in  making  use  of  the  resulting  recommendations  and  findings. 

Before  considering  specific  areas  where  such  cooperative  endeavors 
might  be  useful,  however,  some  observations  should  be  made  on  the 
posture  of  state  governments  towards  the  implementation  of  approp- 
riateness reviews,  since  this  will  influence  the  nature  of  linkage 
between  HSAs  and  SHPDAs  and  other  state  agencies,  including  rate 
setting  bodies. 

Uncertainties  in  the  Environment  Affecting  Implementation  and  Linkage 

Opposition  to  reviews  of  existing  services  by  the  Governor's 
Conference  has  been  particularly  strong.    Its  task  force  on  regulation 
recommended  that  the  provisions  be  repealed  by  Congress,  and  that  until 
such  time  as  this  can  be  accomplished,  DHEW,  through  its  administrative 
prerogatives,    place  the  lowest  possible  priority  on  their  implementation. 
The  report  observed  further  (National  Governors  Conference  Health 
Consortium,  1976:  40-42) : 
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...  it  should  not  be  necessary  to  state  that  what  may  be 
appropriate  to  one  person  or  group  will  not  necessarily 
be  appropriate  to  another.  .  .  .To  require  explicit 
decisions  concerning  "appropriateness"  and  "inappropriateness" 
to  be  made  by  state  agencies  and  HSAs,  when  no  enforcement 
mechanism  exists,  will  cause  endless  controversy  and  will 
endanger  implementation  of  other  provisions  of  the  Act  -  and 
for  little  benefit.  .  .  .It  is  certain  that  many,  if  not  all, 
negative  decisions  will  be  challenged,  probably  through  legal/ 
judicial  channels.  .  .defending  the  decisions  will  be  expensive 
in  manpower  and  therefore  in  dollars. 

While  this  attitude  might  suggest  that    the  governors  would  also 
tend  to  place  low  priority  on  implementation  of  appropriateness  reviews, 
considerable  variation  may  be  expected  among  the  states.    For  example, 
in  Massachusetts,  these  reviews  are  considered  essential  to  provide 
the  leverage  for  needed  health  system  change.    In  part,  the  degree 
of  attention  will  reflect  the  nature  of  the  overall  relationship 
between  the  SHPDA  and  the  HSAs  that  the  incumbent  governor  seeks.  In 
our  observations,  this  ranges  from  attempted  dominance,  through  coopera- 
tion, to  somewhat  independent  coexistence.    In  part,  it  will  reflect 
whether  policymakers  in  the  government  of  a  particular  state  regard 
appropriateness  review  primarily  as  an  adjunct  to  health  plan  development 
and  implementation,  or  as  the  first  step  in  a  regulatory  program  to 
extend  the  certificate  of  need  powers  to  recertification.    The  placement 
of  the  function  within  the  SHPDA  can  be  expected  to  follow  these  institu- 
tional and  programmatic  goals.*    Whatever  model  for  appropriateness  reviews 
(AR)  is  followed  in  a  particular  state,  the  choice  of  organizational  unit 
at  the  state  level  can  be  expected  to  color  the  relationship  between  HSA 
and  the  state  agency  in  line  with  the  structural,  attitudinal  and  stylistic 
differences  between  planning  and  regulation  discussed  in  Part  II. 


*  In  Connecticut,  where  planning  is  administered  through  the  SHPDA  and 
certificate  of  need  through  an  independent  commission,  the  governor 
nas  bypassed  the  decision  by  singling  out  appropriateness  review 
to  be  the  only  P.L.  93-641  function  to  be  jointly  performed  by 
both  agencies. 
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Points  of  Linkage  Required  by  the  Planning  Law 


Since  both  the  procedures  set  forth  in  section  1532(b)  and  the 
"general  considerations"  to  be  taken  into  account  by  reviewers  set 
forth  in  section  1533(c)  pertain  to  all  three  types  of  P.L.  93-641 
reviews,  there  is  the  same  basic  level  of  required  linkage  between  HSA 
and  SHPDA  activities  as  in  reviews  of  new  institutional  services.  The 
requirements  for  involving  other  agencies,  including  rate  setting,  also 
apply.    Thus,  at  the  minimum,  HSAs  and  SHPDAs  will  circulate  their 
proposed  review  procedures  and  proposed  review  criteria  to  each  other  and 
to  other  affected  parties  and  receive  comments.    Likewise,  there  will 
be  interchange  of  information  regarding  notification  of  reviews,  and 
for  public  meetings. 

The  forthcoming  regulations  governing  appropriateness  review  may 

be  expected  to    amplify  these  minimum  requirements,  since  the  law  gives 

authority  to  vary  procedures  and  criteria  according  to  the  purpose  for 

which  a  particular  review  is  being  conducted  or  the  type  of  health 

service  being  reviewed.    In  this  instance,  the  logistics  necessary  for 

SHPDAs  to  meet  their  requirements  for  reviews  of  existing  services 

almost  force  a  degree  of  cooperation  in  the  selection  and  scheduling  of 
reviews.    The  SHPDA  makes  its  findings  after  the  HSA  has  completed  its 

review  and  made  its  recommendations.    Were  different  HSAs  to  review 
different  services  at  different  times,  the  SHPDA's  statewide  reviews 
would  be  out  of  phase  and  its  workload  unmanageable.    Thus,  it  appears 
likely  that  the  SHPDA  will  be  given  a  strong  coordinating  role  in 
deciding  review  priorities  and  scheduling.    Similarly,  if  each  HSA 
and  SHPDA  conducted  reviews  according  to  its  own  criteria  of  approp- 
riateness, the  recommendations  and  findings  of  each  agency  would  be  even 
more  difficult  to  reconcile  and  to  justify  than  is  already  likely  to 
be  the  case.    Thus,  one  may  expect  a  degree  of  coordi native  effort  here 
as  well,  either  through  the  SHCC  or  the  SHPDA.     One  would  not  expect 
SHCC  involvement  in  review  selection  and  scheduling,  since  these  are 
primarily  management  problems.    Since  criteria  selection  primarily 
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involves  judgmental  questions,  however,  and  is  a  source  of  possible 
conflict  between  state  and  HSA,  the  SHCC  might  well  be  given  an  arbiter 
role.    In  any  event,  under  whatever  structure,  regulations  may  well 
spell  out  stronger  coordination  between  HSAs  and  the  state. 

Starting  from  the  requirements  of  the  law  and  regulation,  SHPDAs 
and  HSAs  may,  again,  choose  to  expend  their  coordinative  mechanisms 
with  each  other,  with  rate  setting  bodies,  and  with  other  agencies,  both 
in  the    many  difficult  tasks  associated  with  getting  ready  to  undertake 
appropriateness  reviews,  and  in  their  actual  conduct. 

Cooperation  in  Preparing  for  Reviews 

Since  appropriateness  reviews  are  being  launched  with  no  background 
of  prior  experience,  painstaking  preparation  seems  imperative.    Given  the 
fact  of  limited  budget  and  staff,  such  preparation  would  appear  to  benefit 
from  shared  attacks  on  the  many  problems  to  be  addressed.    Payoff  may  be 
particularly  high  in  the  search  for  review  criteria  and  for  data  to  develop 
new  criteria,  in  constructing  mechanisms  for  the  analysis  of  commonly  needed 
data,  and  in  the  conduct  of  reviews.    Having  already  discussed  many  aspects 
of  these  topics  in  reference  to  reviews  of  new  institutional  services,  we 
will  focus  here  only  on  such  issues  as  are  special  to  appropriateness 
reviews. 

Criteria  Development.    Accepting  all  the  difficulties  that  attend  the 
identification  of  valid,  acceptable  review  criteria,  under  whatever 
auspices  they  are  developed,  but  recognizing  nonetheless  that  formal 
criteria  of  some  kind  will  necessarily  be  adopted,  the  issue  of 
congruence  is  still  important.    HSAs  and  SHPDAs  alike  must  face 
questions  of  hard  tradeoffs  between  the  advantages  of  developing  ana 
using  their  own  criteria  tailored  to  their  own  planning  and/or  regulatory 
objectives  or  employing  those  already  developed  or  used  by  others. 
This  general  issue  is  bound  to  arise  on  many  fronts,  most  notably  in 
respect  to  congruence  between  criteria  employed  by: 
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-  HSAs  and  the  unit  of  state  government  responsible  for 
appropriateness  reviews  (the  AR  agencies); 

-  the  AR  agencies  and  the  state  certificate  of  need  agency 
(HSA  and  state); 

-  the  AR  agencies  and  other  regulatory  agencies  and  voluntary 
organizations  responsible  for  passing  on  appropriateness  of 
quality,  costs,  etc. 

The  issues  are  similar  in  each  instance.    Adopting  another  agency's 
accepted  criteria  without  adaptation  will  be  attractive  because  it 
would  reduce  the  demands  on  one's  own  staff  and  advisory  committees, 
send  unequivocal  messages  to  the  institutional  providers,  minimize 
controversies  with  other  review  and  regulatory  agencies  once  the 
process  begins,  and  also  minimize  litigation  by  providers. 

On  the  other  hand,  to  take  this  course  means  sacrificing  the 
opportunity  to  tailor  criteria  to  the  particular  economic,  demographic, 
geographic  and  cultural  realities  in  particular  health  service  areas 
and  states.    Applications  of  prefabricated  criteria  may  often  be 
highly  inappropriate  and  at  odds  with  the  goals  and  objectives 
enunciated    in  HSPs,  AIPs  and/or  state  plans. 

Furthermore,  if  providers  and  consumers  in  the  area  do  not  have 
opportunities  to  participate  in  developing  or  adapting  criteria  designed 

for  other  purposes,  they  may  contest  their  applicability  to  appropriateness 

reviews.    Finally,  many  of  the  criteria  that  are  currently  employed  for 

licensing,  certification,  rate  setting  and  quality  control  are  widely 

criticized  because  they  measure  attributes  of  structure    or  process 

that  have  little  relationship  to  the  questions  of  how  well  the  services 

meet  patient  needs,  and  how  they  affect  patient  outcomes.    Yet,  given 

the  present  constraints  of  data,  time,  and  research  skills,  one  must  be 

skeptical  that  new  measures  developed  by  SHPDAs  and  HSAs  would 

be  much  better  than  those  on  which  rate  setting  bodies,  the  JCAH, 

medical  specialty  societies,  and  licensing  agencies  currently  rely. 
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There  appears  to  be  a  clear  need  to  open  up  the  whole  question  of 
review  criteria  for  fresh  appraisal.    Perhaps  the  dilemmas  presented  to 
P.L.  93-641  agencies  both  for  AR  reviews  and  reviews  of  new  institutional 
services  will  spur  long  overdue  federal,  state,  and  national  action  to 
bring  some  order  into  the  costly  and  often  chaotic  regulatory  environment 
in  which  health  institutions  function.    The  state  AR  agency,  if  given 
the  authority  and  resources  to  do  so  and  the  backing  of  the  governor, 
might  well  use  the  pressing  problems  associated  with  developing  criteria 
for  these  mandated  reviews  as  a  springboard  for  reexamination  of  the 
criteria  used  by  all  state  agencies  to  determine  the  acceptable  perfor- 
mance health  institutions.    Such  a  reexamination  is  currently  being 
launched  in  New  York  State  on  a  limited  scale.    At  the  federal  level, 
the  National  Council  on  Health  Planning  and  Development  might  assume  a 
similar  task  in  conjunction  with  its  responsibilities  for  establishing 
guidelines  and  standards  in  accordance  with  section  1501  of  the  planning  law. 

Assembling  Commonly  Needed  Data.    HSAs  and  SHPDAs  will  require  the  same 
data  from  and  about  institutions  and  their  services  in  order  to  evaluate 
their  appropriateness.    However,  the  prescribed  sequence  of  reviews  means 
that  HSAs  will  need  the  data  first  in  point  of  time.    Unlike  the  other  two 
reviews  mandated  by  P.L.  93-641,  here  the  institution  submits  no  application 
form  or  proposal  on  which  the  reviewers  can  request  data  in  the  forms  they 
choose.    Unless  the  AR  agencies  are  prepared  to  undertake  special  surveys  - 
in  the  face  of  the  act's  specific  discouragement  of  primary  data  collec- 
tion -  they  must  rely  on  other  sources.    These  include:  data  collected 
in  the  course  of  developing  the  various  health  plans,  the  periodic 
reports  that  institutions  will  submit,  and  access  to  files  and  reports 
of  data  other  agencies  collected  and  produced  for  administrative  purposes* 

The  data  that  HSAs  assemble  for  purposes  of  developing  their 
HSPs  and  AIPs,  and  for  their  recommendations  to  the  State  Medical 
Facilities  plan  should  provide  the  basic  underpinning  for  areawide 
reviews  of  services.    One  can  assume  that  as  HSAs  and  SHPDAs  perform 
the  demanding  task  of  selecting  particular  services  for  their  initial 
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AR  reviews,  they  will  (at  a  minimum)  want  to  take  into  account: 

a)  the  importance  of  the  problem  the  service  appears  to  present 
in  terms  of  cost,  access,  and  quality; 

b)  the  manageability  of  the  review  that  would  be  involved; 

c)  the  availability  of  acceptable  criteria,  and 

d)  the  feasibility  of  obtaining  the  required  data. 

The  information  contained  in  the  plans  should  at  the  least  yield  a  matrix 
of  services  and  institutions  to  permit  systematic  consideration  of  these 
and  other    relevant  factors  affecting  review  choices.    Also,  experience 
gained  in  developing  the  plans  will  inform  the  discussion  at  several 
points.    In  states  with  rate  setting,  the  program  can  usually  identify 
services  where  unit  costs  have  been  rising  at  an  unusual  pace,  or 
have  low  occupancy,  unusual  volume  increases  or  other  abnormal  patterns 
of  utilization. 

The  second  major  source  of  data  for  AR  reviews,  the  institutions' 
periodic  reports,  presents  a  special  challenge.    As  we  have  seen,  the 
reviewers  will  have  to  specify  the  information  they  need  in  advance  of 
conducting  the  reviews.    But  they  can  only  speculate  as  to  what  partic- 
ular types  of  data  will  create  the  most  reliable  indicators  of  approp- 
riateness.   Again,  cooperation  between  the  HSAs  and  SHPDA  in  exploring 
this  question  and  reaching  agreement  on  items  they  would  like  to  see 
added  to  periodic  report  forms  would  appear  to  be  essential. 

In  view  of  the  breadth  of  considerations  to  be  embraced  in 
appropriateness  reviews,  the  reviewers  will  undoubtedly  wish  to  draw 
on  reports  from  raany  other  primary  data  collection  agencies,  rate  setting 
programs,  licensing  and  certification  bodies,  PSROs,  etc.    Many  of 
these  reports  will  be  useful  for  conducting  areawide  reviews  of 
services,  e.g.,  how  many  skilled  nursing  facilities  in  the  area  lack 
Medicare  certification,  how  many  approved  psychiatric  residency  programs 
are  there  in  the  area,  and  where  located,  etc.    But  such  reports  will 
be  even  more  useful  as  the  reviewers  get  to  the  stages  of  institution- 
specific  reviews  of  appropriateness,  e.g.,  why  are  emergency  room  costs 
in  Hospital  X  twice  as  high  as  those  in  Hospital  Y? 
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At  this  point,  the  issues  of  data  quality,  comparability  and 
management  we  raised  in  connection  with  reviews  of  new  institutional 
services  can  be  expected  to  assume  real  urgency.    Now,  instead  of  making 
yes/no  decisions  on  individual  applications  to  introduce  some  proposed 
change,  reviewers  will  be  looking  at  how  a  service  is  actually  provided  in 
an  institution  compared  to  similar  institutions.    And  they  will  be  expected 
to  make  specific,  defensible  recommendations  for  changes  where  they  find 
inappropriate  access,  cost,  quality,  etc.    This  being  the  case,  it 
is  essential  that  the  services  to  be  compared  be  truly  comparable, 
and  that  they  be  analyzed  by  the  same  measures.    For  example,  to  make 
valid  comparisons  of  the  costs  of  emergency  rooms,  one  would  want  to 
be  sure  that  they  operated  during  the  same  hours  and  days  of  the  week, 
that  they  had  comparable  hours  of  physician  attendance,  and  that 
they  handled  the  same  type  of  cases.  (A  community  hospital  located  near 
the  exit  of  a  freeway,  for  example,  may  attract  a  heavy  load  of  accident 
victims;  to  provide  the  care  needed,  it  will  require  a  much  richer  staffing 
pattern  than  that  required  for  a  primary  care  emergency  room.) 

Again,  to  make  fullest  use  of  reports  on  institutional  services 
that  may  already  be  available  from  other  agencies  -  published  or 
unpublished  -  the  SHPDAs  need  to  design  their  taxonomy  of  services  and 
the  definitions  and  categories  they  employ  in  their  own  periodic  reports 
from  hospitals  to  be  compatible  with  those  of  whatever  outside  ayencies 
seem  likely  to  contribute  the  additional  information  they  require. 

Common  Report  Forms  and  Data  Management^  jn  discussing  information  needs 
for  new  institutional  services  reviews,  we  raised  the  possibility  that 
HSAs,  SHPDAs,  and  rate  setting  bodies  might  cooperate  in  the  design  of 
common  reporting  mechanism  for  hospitals'  long  term  capital  budgets. 
The  extensive  range  of  data  that  will  be  needed  to  perform  appropriateness 
reviews  might  stimulate  P.L.  93-641  agencies  to  take  the  lead  in  developing 
other  common  report  forms  through  which  provider  institutions  could 
periodically  furnish  needed  information  to  several  different  users. 
This  would  require  a  considerable  organizational  effort,  but  in  some 
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states,  at  least,  the  time  may  be  ripe.    New  York  provides  a  model. 
There,  each  hospital  in  the  state  annually  fills  out  a  single  Uniform 
Cost  Report  and  a  Uniform  Statistical  Report  (Bauer,  1976).  These 
twin  reports  are  used  by: 

-  the  New  York  State  Department  of  Health  for: 

°  rate  setting 

0  Medicaid  reimbursement 

0  licensing 

°  CON  (together  with  the  institution's  application) 

-  Medicare,  for  reimbursement 

-  the  SHPDA  and  HSAs,  for  planning 

-  the  Blue  Cross  plans,  for  reimbursement. 

Such  a  data  collection  unified  interagency  plan  not  only  relieves 
hospitals  of  the  expensive,  time-consuming  burden  of  filling  out  separate 

reports  on  the  same  questions  to  each  of  these  separate  agencies,  but 

also  means  that  when  staff  in  these  agencies  confer  with  each  other,  and 

with  hospitals,  on  particular  findings,  they  talk  the  same  language. 

Agreement  on  use  of  common  report  forms  also  permits  monitoring  the 

quality  of  the  data  through  a  single  audit,  paid  for  by  all  the  user 

agencies  on  a  cost  sharing  basis.    Finally,  the  costs  of  data  processing 

and  analysis,  and  the  management  and  distribution  of  resulting  reports 

can  be  centralized  in  a  single  agency,  again  on  a  cost  sharing  basis. 

In    this  case,  Blue  Cross-Blue  Shield  of  Greater  New  York  assumes  the 

responsibil ity. 

The  planning  law  appears  to  assume  that  mechanisms  established 
through  the  Cooperative  Health  Statistics  System  of  the  National  Center 
for  Health  Statistics  could  serve  the  data  broker  function.  Hobbled  by 
underfunding,  the  CHSS  is  at  least  able  to  support  the  development  of  data 
consortia  in  several  of  the  states  we  visited.    For  the  most  part,  these 
efforts  focus  on  obtaining  hospital  patient  data  reported  according  to  the 
uniform  hospital  discharge  data  set  (UHDDS),  rather  than  on  institutional 
descriptors  and  costs.    As  we  noted  earlier,  P.L.  93-641  agencies  need  both 
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types  01"  reports  for  their  reviews.    A  few  states,  such  as  Massachusetts 
are  using  CHSS  support  to  build  a  strong  data  system  within  the  SHPDA. 

Whatever  the  auspices  and  types  of  information  sought,  carefully 
defined  interagency  agreements  are  needed  reguarding  the  structure  of 
the  mechanism,  the  processs  for  report  design  and  revision,  access  to 
data,  and  cost  sharing.    Because  knowledge  is  power,  sensitive 
political  as  well  as  technical  issues  will  always  surround  the  develop- 
ment of  a  common  system  for  information  development  and  exchange.  On 
the  other  hand,  to  the  extent  that  all  parties  recognize  that  the 
consequence  of  decisions  on  appropriateness  and/or  reimbursement  based 
on  poor  and  incomplete  information  are  counterproductive  to  their 
interests,  they  have  strong  incentives  for  cooperation. 

Sharing  Analyses.    When  outside  agencies  such  as  PSROs,  rate  setting 
programs,  Medicare  and  other  third  party  payors,  and  licensing  agencies 
can  produce  analyses  of  institutional  services  by  HSA  areas,  the  work 
load    of    staff  analysts  for  appropriateness  reviews  will  be  correspond- 
ingly lightened.    We  have  already  discussed  the  obstacles  of  data  quality, 
compatibility,  confidentiality,  lack  of  data  processing,  etc.,  that  must 
be  overcome.    However,  even  when  sunshine  laws,  common  reporting  forms 
and  adequate  data  processing  combine  to  make  access  feasible,  as  with 
New  York's  uniform  reports,  unless  there  has  been  systematic  preplanning 
of  the  analytic  reports  to  be  yielded,  the  cooperative  endeavor  may  still 
fail  to  yield  the  information  that  the  different  users  actually 
require.    This  again  raises  problems  for  HSA  and  SHPDA  planning  for 
appropriateness  reviews.    Engaged  in  a  pilot  venture,  they  will  of 
necessity  proceed  to  a  great  extent  by  trial  and  error  before  they 
settle  on  the  types  of  analyses  that  prove  most  valuable  for  their 
purposes.    Once  more,  SHPDA/H->a  cooperation  appears  essential. 
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Cooperation  During  Reviews 


During  the  preplanning  stages,  close  working  relationships  between 
HSAs  and  SHPDAs  will  be  even  more  important  in  appropriateness  reviews 
than  in  certificate  of  need  reviews.  However,  because  the  actual  reviews 
will  proceed  seriatim,  they  may  operate  quite  independently  at  that 
stage.    The  SHPDA  has  a  year  to  prepare  formal  findings  after  it 
receives  the  HSA  recommendations.    But  since  the  HSA  will  already  have 
gathered  the  information  to  back  up  its  recommendations,  the  SHPDA 
may  want  to  have  access  to  it  as  necessary  background  to  its  own 
findings. 

On  the  other  hand,  both  HSAs  and  SHPDAs  may  need  to  develop 
particularly  good  working  relationships  with  rate  setting  bodies,  and 
other  sources  of  information  on  institutional  services.    Even  if  they 
are  able  to  obtain  the  routine  reports  and  analyses  they  request  from 
such  agencies,  as  outlined  above,  they  will  need  considerable 
assistance  in  their  interpretation  for  some  time  to  come.    To  return 
to  the  example  of  emergency  room  costs  cited  earlier,  reviewers  need 
to  learn  differences  in  hospital  practices  and  environment  that  must 
be  considered  in  assessing  the  appropriateness  of  the  cost  differences 
among  the  facilities  being  compared.    They  may  also  need  to  consult 
rate  setting  analysts  in  order  to  allow  for  differences  in  the  way 
these  hospitals  are  allocating  their  indirect  costs.    Similarly,  in 
analyzing  staffing  patterns  in  certain  services,  such  as  cperating  rooms 

and  intensive  care  units,  they  may  need  to  consult  the  JCAH  and/or 
medical  specialty  organizations  concerning  minimal  personnel  specifi- 
cations and  the  rationale  behind  them. 

As  appropriateness  reviews  eventually  get  down  to  the  level  of 
individual  institutions,  the  reviewers  will  presumably  wish  to  take 
advantage  of  whatever  relevant  evaluations  of  these  institutions  other 
agencies  have  recently  made.    Where  reports  are  a  matter  of  public  record, 
this  becomes  a  question  of  routine  reviews  of  public  documents  or  published 
reports,  such  as  for  Medicare  certification,  or  of  routine  check  of 
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files,  such  as  in  licensing  agencies.    Where  issues  are  complex,  and 
the  consequences  of  recommendations  are  apt  to  be  particularly  important, 
the  reviewers  may  wish  to  request  formal  advisories  from  the  rate 
setting  body,  and  from  other  organizations  that  have  already  analyzed 
an  institution's  performance  from  their  own  vantage  point.  Such 
requests,  again,  must  be  limited,  or  the  time  of  the  agency  staff 
should  be  paid  for.    But,  as  with  advisories  on  new  institutional 
services,  obtaining  information  and  expert  opinion  from  other  agencies 
on  one  or  another  aspect  of  an  institution's  performance  does  not 
relieve  the  AR  agencies  of  the  responsibility  for  balancing  the  many 
factors  the  law  requires  them  to  consider  in  arriving  at  their 
recommendations  and  findings. 

Finally,  if  good  relations  have  been  established  among  the 
various  agencies,    they  can  informally  exchange  information  that  may 
be  important  in  particular  review  decisions. 

Use  of  the  Findings  from  Appropriateness  Reviews 

The  Governors  Conference  task  force  report,  quoted  earlier  in 
this  section,  cites  the  lack  of  authority  to  impose  formal  sanctions  as 
a  compelling  argument  to  predict  the  ineffectiveness  of  appropriateness 
reviews.    One  can,  however,  make  an  opposing  case  to  this  strict 
regulatory  interpretation,  suggesting  that  in  real  life  it  is  not  the 
availability  of  legally  enforceable  penalties  that  determines  the 
outcomes  of  external  reviews  of  health  institutions,  but  rather,  the 
extent  to  which  the  institutions  share  the  reviewers'  goals  and  accept 
their  criteria  and  procedures  as  reasonable  and  equitable.    For  example, 
the  voluntary  accreditation  of  intern  and  residency  programs  in  teaching 
hospitals  appears  to  produce  more  successful  compliance  than  do  many 
regulatory  attempts  to  improve  standards  of  care  in  nursing  homes.  Of 
course,  the  combination  of  legal  authority  and  mutually  agreed  on 
objectives  and  standards  offers  the  best  of  both  alternatives.  And 
the  Planning  Act  requirement  that  the  state  "make  public  its  findings" 
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from  reviews  of  existing  services  in  itself  constitutes  a  potentially 
forceful  sanction. 

Would  Legal  Sanctions  Be  Enforced?  Individual  states  can,  if  they  wish, 
enact  their  own  laws  to  attach  fines,  penalties  or  decertification  require- 
ments to  appropriateness  reviews.    But  would  such  sanctions  actually  be 
applied?    Again,  the  experience  of  New  York  in  its  current  attempts  to 
reduce  excess  hospital  beds  is  illuminating.    With  its  authority  first 
to  decertify  entire  institutions  or  particular  services  offered  by  those 
facilities  and  second,  to  establish  rates  with  penalties  for  inefficient 
levels  of  utilization,  the  state  has  unusually  strong  legal  and  economic 
powers  to  translate  the  findings  of  appropriateness  reviews  into  positive 
action.    The  city  of  New  York,  while  having  few  controls  over  private 
institutions,  exercises  budgetary  authority  over  its  17  municipal  hos- 
pitals.   Given  the  fiscal  crisis  besetting  the  state  and  city,  one  would 
expect  these  powers  to  have  been  used  to  the  hilt  here,  if  anywhere, 
especially  since  in  1975,  both  the  state  and  city  governments  announced 
their  goal  to  close  hospitals  that  wore  not  needed,  as  well  as  to  close 
redundant  services  within  hospitals. 

In  January  1976,  the  Commissioner  of  the  New  York  State  Department  of 
Health  and  the  Deputy  Mayor  of  New  York  independently  requested  help  from  the 
pre-HSA  regional  planning  council  in  New  York  City  to  identify  what  hospitals 
in  the  city  should  be  closed  and  what  hospitals  should  have  particular  ser- 
vices closed.    A  number  of  task  forces  were  appointed  which  in  effect 
conducted  areawide  appropriatness  reviews.    They  set  out  to  find  hospitals 
that  had  nonconforming  facilities  and  low  occupancy,  and  for  several  key 
medical  programs,  a  low  volume  of  utilization.    Just  before  it  was  phased 
out  of  existence  in  the  spring  of  1976,  the  agency  produced  a  draft  report 
listing  hospitals  that  might  be  considered  vulnerable  for  decertification  by 
the  state  and/or  for  budgetary  cuts  by  the  city.    Hospitals  with  apparently 
redundant  obstetrics  services  were  also  listed. 

The  newly  formed  HSA  received  the  lists.    However,  to  ensure  that 
patients  living  in  medically  underserved  areas  of  the  city  would  not  be 
adversely  affected  by  closings  and  that  due  process  was  observed,  the  Board 
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established  a  committee  on  regionalization  of  health  services  to  review  the 
question  and  to  develop  criteria.    The  Annual  Implementation  Plan  for  1978 
calls  for  a  report.    Meanwhile,  for  its  part,  so  far  the  state  has  taken  no 
formal  action  to  decertify  any  institution,  either  in  the  city  or  in  the 
state,  on  grounds  of  excess  capacity.    In  the  face  of  political  realities 
and  the  likelihood  of  additions  to  unemployment  rolls,  noted  earlier,  neither 
the  state  or  the  city  government  has  been  willing  to  exercise  the  sanctions 
they  have  the  legal  authority  to  impose.* 

Findings  from  a  planning  agency  task  force  on  cardiac  diagnostic  and 
surgical  procedures  in  New  York  City  have  not  met  with  much  better  success. 
After  reviewing  49  programs  throughout  the  city,  its  report  to  the  HSA 
recommended  that  six  hospital  services  be  terminated  and  that  five  others  no 
longer  offer  care  to  pediatric  patients.    Although  the  HSA  has  developed  a 
process  for  reviewing  these  recommendations,  as  of  January  1978  its  Board  had 
not  yet  submitted  a  report  to  the  State  Cardiac  Advisory  Committee,  responsible 
for  making  formal  recommendations  to  the  Department  of  Health.    Thus,  rate 
setting  sanctions  that  could  have  been  applied  under  the  Department's  regula- 
tions have  not  been.  Yet,  this  early  example  of "appropriateness"  review  seemed 
to  operate  under  unusually  favorable  circumstances.  Here,  cost  containment  and 
quality  objectives  coincide,  since  there  are  recognized  dangers  to  patients 
undergoing  cardiac  invasive  procedures  in  settings  where  they  are  infrequently 
performed.    The  task  force  had  impeccable  credentials.  Compared  to  other  local- 
ities, they  also  had  unusually  good  source  of  data,  from  the  hospital  Uniform 
Statistical  Report.  And,  by  virtue  of  previous  years  of  activity  by  respected 
cardiologists,  they  had  an  unusually  well  developed,  empirically  tested  set  of 
criteria  for  determining  medically  acceptable  levels  of  utilization  (Brown, 
1977b). 


*  Some  hospitals  in  New  York  State,  for  a  variety  of  other  reasons,  have  ceased 
operation  on  their  own.  From  Jan.  1975  to  Jan.  1978,  29  acute  care  institutions 
have  closed  throughout  the  state.  After  offsets  from  expansions  and  replace- 
ments during  the  period,  the  Dept.  of  Health  says  that  this  reduced  the  total 
bed  supply  by  2,527  beds— an  average  reduction  of  slightly  less  than  }%  per 
year  from  the  approximately  85,500  beds  reported  in  the  1975  AHA  survey.  (Many 
more  beds  were  decertified  in  this  period,  but  some  question  if  such  actions 
effect  cost  savings,  since  most  such  beds  are  already  unstaffed  and  out  of 
service.)  Close  analysis  would  be  needed  to  explain  the  reasons  for  the  29 
closings.  Local  informants  attribute  them  to  both  endogenous  and  exogenous 
factors . 
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Asked  to  explain  the  phenomenon  of  non-closings,  those  on  the 
scene  reminded  us  that  in  addition  to  the  political  problems  regulatory 
agencies  face  in  trying  to  close  inappropriate  services  or  facilities, 
there  is  the  omnipresent  threat  of  litigation,  to  which  the  governors' 
task  force  also  referred.    Even  vhere  the  criteria  employed  may  be 
legally  defensible,  as  they  may  well  be  in  the  case  of  cardiac  catheter- 
ization, cases  wend  their  way  through  the  courts  very  slowly,  draining 
agency  resources  at  every  step.    For  example,  a  major  test  of  New  York's 
rate  setting  law  for  which  the  brief  was  filed  in  1971  was  only  resolved 
in  the  spring  of  1977.    In  short,  the  New  York  experience  suggests  that 
if  the  appropriateness  reviews  mandated  by  the  Planning  Act  fail  in  their 
purpose,  it  will  not  be  for  lack  of  legal  sanctions,  but  for  quite  other 
reasons. 

Uses  of  Findings  to  Influence  Voluntary  Action.  Findings  from  appropriate- 
ness reviews  may  come  to  be  used  in  ways  less  drastic  than  forced  hospital 
or  service  closings,  but  which  might  -  over  the  long  run  -  have  equally 
positive  results  in  containing  identified  excess  costs.    As  we  observed 
earlier,  if  reasonably  administered,  the  reviews  and  threat  of  adverse 
publicity  give  tools  to  planners  and  corporate  rationalists  to  persuade 
boards  of  trustees  and  medical  staffs  voluntarily  to  negotiate  shared 
services,  close  down  excess  nursing  stations,  and  otherwise  modify 
their  services  in  line  with  the  overall  objectives  set  forth  in  the 
various  health  plans.    The  periodic  review  schedule  ensures  follow-up, 
and  at  the  same  time  allows  the  management  of  the  individual  institution 
sufficient  time  to  suggest  and  transact  such  changes  in  a  manner  that 
will  minimally  disrupt  the  delicate  fabric  of  internal  institutional 
relationships. 

Links  to  Rate  Setting  and  Reimbursement.    Such  voluntary  actions  will 
be  stimulated  if  financial  penalties  are  attached  to  inaction.  Where 
institutions  cannot  or  will  not  undertake  the  kinds  of  changes  required 
to  make  them  appropriate  to  the  needs  of  populations  in  the  health 
service  area,  rate  setting  bodies  and  third  party  payers  could  well  use 
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appropriateness  review  findings  as  the  basis  for  financial  penalties* 
After  all,  if  a  planning  agency  has  determined  in  a  credible  manner  that 
a  given  service  or  facility  is  redundant,  or  in  any  other  way 
inappropriate,  and  the  institution  fails  to  comply  with  recommendations, 
it  would  be  hard  for  a  rate  setting  body  to  justify  including  the 
service  in  its  future  rate  setting  calculations.    By  the  same  token, 
it  would  be  logical  for  third  party  payers  to  disallow  the  costs  of 
providing  such  services  as  they  calculated  their  reimbursement  to 
the  institution. 

The  principle  involved  is  similar  to  that  now  universally 
observed  by  rate  setting  programs  in  disallowing  unapproved  new 
facilities  and  services,  and  by  most  Blue  Cross  plans,  through  the 
conformance  clauses  in  their  contracts.    In  a  more  limited  fashion, 
the  section  1122  provisions  denying  reimbursement  of  the  capital 
costs  of  unapproved  projects  provide  a  similar  precedent  for  the 
Medicare  program. 

Of  course,  it  is  possible  and  likely  that  such  linking  of 
rate  setting  and  reimbursement  to  the  findings  of  appropriateness 
reviews  would  be  challenged  in  the  courts.    Providers  could  argue 
that  since  the  planning  law  itself  attached  no  sanctions  to  AR  agency 
review  findings,  other  agencies  have  no  authority  to  do  so.    Even  were 

this  view  upheld,  however,  it  is  clear  that  rate  setting  bodies  could 
at  a  minimum  use  such  findings  to  spot  special  areas  on  which  their  own 
budget  reviews  could  focus.  In  addition,  third  party  payers  could  decide 
to  require  some  level  of  "appropriateness"  certification  from  all  the 
institutions  with  which  they  contract  or  enter  into  participation 
agreements,  i.e.,  a  parallel  to  the  present  Medicare  certification. 
In  either  case,  considerable  influence  could  be  brought  to  bear  on  the 
institutional  provider  who  chose  to  ignore  recommendations  and  findings 
from  the  reviews. 

Implementation  of  potential  linkages  between  appropriateness 
reviews  and  reimbursement  raises  the  issue  of  whether  statewide  agencies 
would  accept  HSA  recommendations  as  a  basis  for  action  or  wait  for 
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formal  findings  from  the  state  reviewing  agency.    Given  the  anticipated 
pressures  on  the  state  to  soft-pedal  any  critical  findings  on  an 
institution  that  are  to  be  made  public,  third  parties  and  rate  setting 
programs  pursuing  cost  containment  objectives  may  prefer  to  be  guided 
by  HSA  determinations.    On  the  other  hand,  it  might  not  be  feasible 
for  rate  setting  bodies  to  be  guided  by  stronger  recommendations  than 
those  of  the  SHPDA.    Again,  we  turn  to  the  New  York  experience. 

The  rate  setting  program  in  the  New  York  State  Department  of 
Health  has  long  sought  routine  advice  from  the  planning  arm  of  the  agency 
before  exercising  its  option  to  impose  rate  penalties  on  individual 
institutions  whose  occupancy  in  Medical/Surgical,  Obstetrics,  or 
Pediatric  services  is  under  the  minimum  levels  prescribed  in  regulations 
(Brown,  Rowland,  Sweetland,  1976).    Yet,  in  the  past,  it  had  never 
sought  corresponding  recommendations  from  local  planning  councils. 
The  spring  of  1977  witnessed  a  breakthrough:    the  State  Hospital 
Review  and  Planning  Council,  in  accepting  the  laboriously  arrived  at 
Finger  Lakes  HSA  regional ization  plan  for  Obstetrics  unit  closings, 
described  on  page  182,     recommended  that  the  rate  setting  program 
routinely  impose  its  utilization  penalties  on  all  the  hospital  OB  units 
the  plan  finally  targeted  for  closing.    This  introduced  a  new  orientation 
of  state  regulation  to  regional  planning. 

However,  as  noted  earlier,  the  Governor's  subsequent  direct 
intervention  in  the  upstate  New  York  obstetrics  service  closings  threw 
the  entire  process  into  disarray.    Following  his  reassuring  statement 
to  one  of  the  hospitals,  a  Catholic  institution  in  Elmira,  the 
Department  of  Health  granted  it  a  waiver  to  the  rate  penalties  that 
otherwise  would  have  been  imposed.    (The  hospital's  OB  occupancy  rate 
was  well  below  the  minimum  standard  set  forth  in  the  Department's  rate 
setting  regulations.)    Thus,  the  possibility  of  HSA  "appropriateness 
review"  recommendations  being  backed  by  the  forces  of  state  rate  setting 
appeared  to  have  been  cancelled  out  by  the  Governor  himself,  despite  the 
strenuous  push  for  hospital  cost  control  in  his  state  (Brown,  1977a). 
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Conclusion 


The  charge  to  P.L.  93-641  agencies  to  review  periodically  all 
the  institutional  health  services  in  each  HSA  area  and  state,  and  to 
make  recommendations  and  findings  on  their  appropriateness,  presents 
both  dangers  and  opportunities.    If  the  review  process  turns  out  to  be 
seriously  flawed,  the  credibility  of  the  review  agencies  on  other  scores 
will  inevitably  suffer.    If  the  reviews  are  successful,  they  should  pro- 
vide a  useful  tool  for  implementing  health  plans  at  both  the  HSA  and 
state  levels,  provide  feedback  for  annual  revisions  of  the  various 
plans,  and  provide  a  baseline  from  which  future  evaluation  of  progress 
can  be  made. 

In  most  localities,  planners  have  had  no  previous  experience 
with  reviews  of  existing  services.    And  one  man's  view  of  what  is 
appropriate  usually  differs  from  another's.    Developing  objective 
criteria  to  guide  reviewers*  judgment  is  beset  by  the  same  generic 
difficulties  we  noted  earlier  in  reference  to  reviews  of  new  institu- 
tional services.    Unfortunately,  criteria  for  appropriateness  reviews 
are  needed  on  many  more  dimensions.    Furthermore,  inability  to  obtain 
data  of  the  kind  and  quality  required  to  evaluate  the  accessibility, 
availability,  acceptability,  continuity  and  quality  of  each  kind  of 
service  provided  in  all  health  institutions  guarantees  that  no  easy 
solution  to  the  reviewers'  problems  will  be  quickly  forthcoming. 

The  degree  of  cooperation  between  SHPDA  and  HSA  reviewers  will 
vary  among  the  states.    In  part,  it  will  depend  on  whether  the  governor 
places  the  function  in  the  planning  arm  of  SHPDA,  or  in  the  office 
responsible  for  certificate  of  need  regulation.    This  will  reflect 
his  view  of  whether  the  activity  is  primarily  plan-related,  or  is 
quasi-regulatory*  and/or  is  a  possible  precursor  to  regulation  via 
decertification. 

In  either  case,  the  very  multiplicity  and  gravity  of  the 
methodological  obstacles  to  be  faced  in  preparing  for  and  conducting 
appropriateness  reviews  are  likely  to  stimulate  a  greater  degree  of 
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SHPDA/HSA  cooperation  than  might  otherwise  occur.    They  share  a 
common  risk  of  failure.    Although  the  planning  law  spells  out  no 
more  points  of  linkage  here  than  it  does  for  reviews  of  new  institutional 
services,  systematic  interchange  seems  imperative  in  order  to  determine 
the  priorities  of  services  to  be  reviewed,  to  set  review  schedules  and 
timetables,  and  to  agree  on  review  criteria  that  at  the  minimum  will  not 
be  in  conflict.    Beyond  this,  both  agencies  can  gain  from  agreements  on 
systems  for  assembling  and  sharing  commonly  needed  data. 

Another  challenge  to  both  SHPDAs  and  HSAs  will  be  their 
success  in  linking  appropriateness  review  functions  with  the  activities 
of  the  many  other  organizations  also  engaged  in  assessing  the  appropriate- 
ness of  some  aspect  of  performance  of  health  institutions  in  delivering 
services,  as  well  as  with  their  own  other  internal  functions.  In 
addition  to  the  periodic  reviews  of  institutions  for  Medicare  certifica- 
tion, rate  setting  bodies  annually  review  the  appropriateness  of  each 
institution's  costs  (usually  by  service);  PSROs  continually  review  the 
appropriateness  of  each  institution's  service  utilization;  JCAH 
periodically  reviews  the  appropriateness  of  many  aspects  of  institutional 
services. 

To  perform  these  functions,  each  of  these  and  many  other  reviewing 
organizations  has  developed  its  own  criteria  and  its  own  system  of 
assembling,  processing,  analyzing  and  storing  data  about  the  institutions 
being  reviewed.    Introducing  P.L.  93-641  appropriateness  reviews  into 
this  already  crowded    review  and  regulatory  scene,  if  not  sensitively 
performed,  could  well  result  in  contradictory  messages  to  the  provider 
institutions,  and  add  to  their  already  costly  duplicative  reporting  of 
statistics,  costs,  utilizations,  etc.    On  the  other  hand,  it  provides 
opportunities  for  the  planning  agencies  to  take  the  lead  in  initiating 
long  overdue  moves  by  all  such  agencies,  acting  in  concert,  to  reexamine 
the  entire  question  of  criteria  for  institutional  services  with  the 
object  of  increasing  both  the  relevancy  and  congruence  of  the  measures 
currently  employed.    The  National  Council  for  Health  Planning  and 
Development  might  assume  such  a  responsibility  at  the  federal  level; 
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SHPDAs  might  do  it  in  states  when  governors  look  to  savings  by  rationalizing 
the  present  regulatory  chaos. 

The  Planning  Act  agencies  can  also  provide  leadership  in  moving  to 
establish  state  statistical  centers  or  data  consortia  that  encourage 
common  reporting  systems,  and  provide  common  mechanisms  for  auditing, 
processing,  analysis  and  distribution  of  the  information  of  the  relevant 
users  on  a  shared  cost  basis.    Where  rate  setting  programs  exist,  they 
could  be  particularly  fruitful  contributors. 

SHPDA  findings  on  appropriateness  reviews,  which  take  HSA 
recommendations  into  consideration,  must  be  made  public.    Failure,  to 
attach  other  legal  sanctions  may  not  be  important,  since  political 
pressures,  in  any  event,  would  probably  prevent  their  being  exercised. 
The  findings  are  more  apt  to  be  successfully  employed  by  HSAs  in 
jawboning  institutions  to  adopt  their  recommendations  and  to  conform 
to  HSP,  AIP  and  state  plans.    Reinforcement  can  be  applied  if  rate 
setting  bodies  and/or  third  party  payers  use  the  findings  in  their  own 
dealings  with  recalcitrant  institutions.    Selective  participation  by 
federal  payment  programs  and  selective  contracting  by  Blue  Cross,  as 
well  as  rate  penalties,  might  achieve  the  same  purpose  as  outright 
service  closings   with  less  political  uproar  or  litigation.  However, 
recent  experience  in  New  York  State  suggests  that  if  the  findings  from 
appropriateness  reviews  are  to  be  applied  in  such  ways,  the  basis  for 
making  them  must  not  only  be  sound  -  it  must  also  have  firm  community 
acceptance.    Otherwise,  the  principal  beneficiaries  of  appropriateness 
reviews  are  apt  to  be  the  lawyers. 
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X.    REVIEW  OF  FEDERAL  PROGRAM  FUNDING 


Besides  reviews  of  new  institutional  services  and  appropriateness 
reviews,  a  third  power  mandated  by  P.L.  93-641  governs  the  review  and 
approval  of  federal  health  programs  by  two  of  the  agencies  it  creates  - 
HSAs  and  SHCCs.    This  section  will  discuss  the  implications  of  these  provi- 
sions of  the  law  as  they  relate  to  health  planning  and  to  rate  setting. 
First,  however,  we  will  review  the  nature  of  the  problem  being  addressed, 
the  scope  of  the  agencies'  authority  to  deal  with  it  and  some  issues  of 
attitude  and  processs  that  may  affect  interorganizational  relationships. 

Fractionated  Programs--Mul tiple  Coordinators 

The  federal  government's  incremental  approach  to  meeting  community 
health  needs  category  by  category  has  brought  a  steady  accretion  of 
federally  funded  programs,  each  with  its  own  funding  formulas,  and  its 
own  requirements  for  grant  proposals,  service  delivery,  program  manage- 
ment and  evaluation.    The  health  and  social  problems  each  program 
addresses—family  planning,  emergency  medical  services,  drug  abuse,  etc.-- 
are  of  incontrovertable  importance,  but  the  fragmented  nature  of  their 
funding,  administration  and  accountability  creates  severe  problems  in 
planning  and  coordination  at  the  local  level  where  services  are  delivered. 
Also,  by  virtue  of  the  sheer  number  of  programs  which  state  and  localities 
can  apply  for,  their  own  funding  contributions,  while  relatively  small  for 
each  individual  program,  in  the  aggregate  may  impose  severe  budgetary  strains. 

This  fractionation  problem  is,    of  course,    not  limited  to 
health.  In  applies  equally  to  federal  programs  for  housing,  transportation, 
manpower  training,  nutrition,  etc.    States,  local  governments,  voluntary 
agencies  and  the  federal  government  have  long  been  searching  for  effective 
coordinating  mechanisms  to  ameliorate  these  problems.    Substate  councils 
of  government  and  regional  planning  councils  (some  single  purpose,  such 
as  for  housing,  some  multipurpose)  often  assume  responsibility  for 
reviewing  and  commenting  on  funding  proposals  within  their  area.  The 
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Intergovernmental  Cooperation  Act  of  1968  set  the  stage  for  federal 
efforts.    Subsequently,  the  U.S.  Office  of  Management  and  Budget  in 
its  A-95  circular  began  to  require  reviews  of  certain  program  proposals 
by  regional  clearinghouses,  designated  by  state  governors.  Finally, 
governors  in  most  states  have  developed  their  own  ways  to  coordinate 
their  various  departments'  relationships  to  federal  programs. 

The  P.L.  93-641  Approach.    The  provisions  of  P.L.  93-641  that  relate 
to  review  and  approval  of  federal  health  programs  by  HSAs  and  SHCCs  must 
be  viewed  against  this  background  of  existing  governmental  and  voluntary 
planning  efforts.    However,  the  many  current  efforts  to  coordinate  review 
of  federal  programs  are  not  themselves  very  well  coordinated.*  The 
legislative  intent  was  to  prevent  special  interest  groups  from  thrusting 
categorical  health  programs  into  states  and  local  areas  without  suitable 
regard  for  their  overall  and  long  term  impact.    More  positively,  it  was 
hoped  that  HSA  reviews  would  bring  categorical  programs  into  better 
congruence  with  health  system  planning  for  the  HSA  region  and  its 
subareas,  and  that  the  SHCC  reviews  would  bring  programs  involving 
funding  to  state  agencies  into  congruence  w~th  the  state  health  plan. 

Section  1513  (e)  specifies  that  federal  agencies  cannot  fund  certain 
projects  without  HSA  approval.    This  controversial  provision,  the  only 
instance  where  HSAs  have  direct  decisionmaking  power,  marks  a  major 
difference  from  the  former  CHP  law,  where  the  b  agency  role  was  solely  to 
review  and  comment.    The  SHPDA  is  in  effect  bypassed.    Its  comments  are  only 
sought  if  an  HSA  disapproval  is  subsequently  appealed  to  the  Secretary. 
SHPDAs,  however,  may  be  involved  in  the  conduct  of  SHCC  reviews  of 
state/federal  funding  allocations,  since  it  supplies  the  support  staff. 


*  For  example,  the  A-95  process  required  28  federal  health  programs  to  be 
reviewed  by  the  CHP  agency,  the  A-95  clearinghouse,  or  both.    The  CHP 
agency  had  sole  responsibility  for  9  programs,  the  clearinghouse  sole 
responsibility  for  5,  and  there  was  shared  responsibility  for  14 
programs  (Glass,  1976:  2). 
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Adverse  Reactions 


The  authority  given  to  the  new  health  planning  agencies  for 
program  review  and  approval  brought  active  opposition  from  state  and  local 
governments,  both  during  the  legislative  process  and  subsequently 
through  litigation.    The  issue  as  usually  presented  concerns  whether 
private  nonprofit  organizations,  not  accountable  to  the  voters,  are 
appropriate  for  making  decisions  on  funding  that  derives  from  tax 
dollars.    More  basic,  perhaps,  the  new  direct  structural  relationship 
between  HSAs  and  DHEW  appears  to  have  been  perceived  as  a  threat  to  the 
autonomy  of  the  nation's  approximately  80,000  local  governments  -  cities, 
town,  counties  and  states  (Mushkin,  1976:  276).    Altman  (1977:  13-14) 
describes  the  political  implications  of  the  potential  HSA  threat  as 
fol lows : 

Elected  officials,  especially  governors  and  mayors,  want  to  be 
able  to  broker  federal  dollars.    They  want  maximum  leverage  over 
the  health  system  where  it  can  be  used  as  a  carrot,  to  cultivate 
and  reward  political  supporters,  or  as  a  stick  to  punish  dissenters 
and  opponents.    They  want  control  over  how  much  is  spent  and  where 
it  is  spent.    In  addition,  elected  officials  seek  maximum  control 
over  federal  dollars  so  that  they  can  be  used,  as  revenue  sharing 
has  been  used,  not  to  provide  new  and  innovative  services,  but  to 
pay  the  bills  for  existing  services.    Public  sector  expenditures 
(federal,  state,  local)  which  represent  a  kitty  over  which 
different  levels  of  government  compete  to  control  (but  not  to 
pay  for).  .  .have  been  increasing  at  a  much  greater  rate  than 
expenditures  paid  for  by  the  private  sector.    And  elected  officials, 
of  course,  are  concerned  about  votes. 

It  is  not  within  the  scope  of  this  paper  to  review  the  merits  and 
demerits  of  the    case  for  or  against  HSA  and  SHCC  review  and  approvals. 
However,  the  turmoil  surrounding  the  issue,  and  the  uncertainty  of  the 
legislative  viability  of  the  present  designation  for  authority,  together 
with  the  absence  of  federal  regulations,  has  in  effect  placed  this  type 
of  review  far  down  on  the  list  of  priorities  among  most  of  the  HSAs  we 
visited.    Little  substantial  investment  in  innovative  approaches  has  yet 
been  undertaken. 
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The  Scope  of  Reviews 


Section  1513(e)  of  the  Planning  Act,  as  amended  by  the  March  1976 
Amendments  to  the  1972  Drug  Abuse  and  Treatment  Act,  sets  forth  the 
scope  of  HSA  reviews  as  follows: 

.  .  .Each  health  systems  agency  shall  review  and  approve  or 
disapprove  each  proposed  use  within  its  health  service  area  of 
federal  funds  - 

(i)  appropriated  under  this  Act,  the  Community  Mental  Health 
Centers  Act,  Sections  409  and  410  of  the  Drug  Abuse  and 
Treatment  Act,  or  the  Comprehensive  Alcohol  Abuse  and 
Alcohol  Prevention,  Treatment  and  Rehabilitation  Act*  of 
1970  for  grants,  loans,  or  loan  guarantees  for  development 
expansion  or  support  of  health  resources;  or 

(ii)  made  available  by  the  state  in  which  the  health  service 
area  is  located  (from  an  allotment  to  the  state  under  an 
Act  referred  to  in  clause  (i))  for  grants  or  contracts 
for  the  development,  expansion,  or  support  of  health 
resources. 

SHCC  reviews  are  mandated  under  section  1524(c) (B) (6) .  Except  for 
drug  abuse  formula  grants,  this  body  is  required  to  review  applications 
submitted  to  the  Secretary  as  a  condition  to  the  receipt  of  any  funds 
under  allotments  made  to  states  under  the  same  health  acts  noted  above. 
In  both  cases,  60  days  are  allowed  for  conduct  of  the  reviews. 

The  law  apparently  intends  to  exclude  from  HSA  review  grants  or 
contracts  for  research  and  training  aimed  at  national  rather  than  local 
targets,  e.g.,  proposals  under  titles  concerning  the  National  Institutes 
of  Health;  Health  Research  and  Teaching  Facilities,  and  Training  of 
Professional  Health  Personnel;  and  nurse  training.    However,  since  many 
such  proposals  also  directly  affect  local  and  regional  health  delivery 
systems,  the  nature  and  degree  of  exclusion  from  review  will  require 
interpretation  by  the  Office  of  the  General  Counsel  and  in  regulations. 

Finally,  it  should  be  observed  that  while  section  1513(e)  makes 
a  start  towards  regional  input  into  federal  funding  decisions  influencing 
local  health  delivery  systems,  it  is  only  a  start.    HSAs  have  no  way  of 
influencing  the  two  federal  programs  that  have  the  greatest  impact  on 
the  health  service  institutions  of  their  areas  -  Medicare  and  Medicaid. 
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Nor  can  they  affect  decisions  on  veterans'  hospitals  and  health  services. 
Control  over  funding  programs  for  native  Americans  are  specifically 
excluded,  although  HSAs  may  provide  comment. 

Workload  Demands 

We  have  stressed  repeatedly  throughout  this  examination  of 
P.L.  93-641  issues  that  the  time  of  skilled  planners  is  a  commodity 
in  very  short  supply.    Yet  persuading  both  institutional  providers 
and  local  program  administrators  to  shape  their  plans  in  line  with 
HSP  and  AIP  objectives  requires  above  all  else  a  time-consuming 
continuing  flow  of  interpersonal  communications.    Thus,  before 
considering  the  links  of  program  review  activity  to  plan  implemen- 
tation, we  will  note  some  factors  that  may  greatly  influence  the 
demands  on  staff  time  for  program  reviews. 

Sieverts  has  called  attention  to  a  serious  ambiguity  in  the 
language  of  P.L.  93-641  that  leaves  in  question  whether  HSAs  will  be 
responsible  for  conducting  program  reviews  before  or  after  the  federal 
agency  has  processed  the  application  and  arrived  at  its  determination. 
In  the  former  case,  the  volume  of  applications  would  be  enormous  - 
an  estimated  100,000  individual  applications  annually  to  be  reviewed 
for  perhaps  15,000  DHEW  grants  and  contracts  (Sieverts,  1977). 
If  HSA  reviews  were  only  required  after  DHEW  approval  but  prior  to 
final  awards  of  grants  or  contracts,  the  volume  would  apparently 
drop  six  or  sevenfold. 

The  order  of  the  review—federal -HSA  or  HSA-federal --may  also 
determine  the  depth  and  comprehensiveness  of  the  reviews  to  be  perforiaed. 
As  Sieverts  again  points  out,  if  HSAs  conduct  the  initial  review  they 
would  probably  have  to  make  judgments  on  many  technical  aspects  of  each 
proposal    in  the  light  of  whatever  federal  standards  are  being  used, 
as  well  as  examining  it  from  the  vantage  of  community  need.  Thus, 
far  larger  demands  would  be  made  on  staff  and  committee  time  per 
application.    These  questions  will  be  addressed  in  the  regulations  for 
section  1513  (e). 
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The  review  activities  that  HSAs  perform  in  carrvinq  out  section 
1513(e)  responsibilities  can  be  expected  to  vary  considerably  among  the 
nation's  212  HSAs.    In  some  areas  of  the  country,  applicants  are  fairly 
well  aware  of  federal  funding  possibilities  and  usually  take  advantage 
of  them  to  the  extent  that  community  acceptance  can  be  secured.  Here, 
the  executives  of  ongoing  programs  are  likely  to  have  already  established 
good  liaison  with  the  new  HSA,  will  press  for  inclusion  of  their  programs 
into  the  HSP  and  AIP,  and  will  be  familiar  enough  with  federal  funding 
requirements  so  as  not  to  require  much  grantsman  assistance  from  the  HSA 
staff.    Such  HSAs  will  largely  be  reviewing  continuation  grants,  with  a 
smattering  of  new  proposals. 

HSAs  in  sparsely  settled  regions  encounter  quite  different 
problems  and  opportunities.    There,  the  communities  may  not  previously 
have  been  aware  of  the  potentials  for  federal  funding,  nor  have  the  staff 
capable  of  putting  together  the  requisite  proposals.    HSAs  in  such  areas 
may  need  to  supply  a  great  deal  of  technical  advice  as  well  as  community 
organizational  skills. 

The  SMSAs    where  elected  officials  have  actively  worked  to  capture 
every  federal  dollar  that  seems  possible   constitute  still  a  third  type 
of  region.    Here,  the  sheer  volume  of  reviews  to  be  conducted  by  the 
HSAs,  whether  for  continuation  or  for  new  funding,  creates  a  massive 
workload.    For  example,  the  HSA  for  the  Boston  metropolitan  area 
estimates  that  it  must  conduct  about  250  such  revews  annually  (Mandell, 
1977:  12), 

These  expected  differences  in  the  nature  of  the  review  program 
among  HSAs  will  also  be  reflected  in  the  amount  of  time  the  staff  will 
be  able  to   devote    to    relating    the   various    programs    and  their 
funding  to  implementation  of  HSPs  and  AIPs- 
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Linkage  op  Program  Reviews  with  Area  Health  Plans 


The  Planning  Act  mandates  that  the  same  "general  considerations" 
govern  HSA  reviews  of  federal  funding  applications  as  govern  their  reviews  of 

new  institutional  services  and  appropriateness  reviews.    HSAs  will  presumably 
be  required,  therefore,    to  develop  criteria  to  back  up  each  of  these 
considerations,  to  the  extent  that  they  may  apply.    Since  each  proposal 
will  have  to  meet  the  special  review  criteria  of  the  particular  federal 
program  through  which  funds  are  being  sought,  one  assumes  that  HSAs  will 
be  reluctant  to  impose  an  additional  layer  of  detailed  requirements. 

Furthermore,  the  problems  of  developing  review  criteria,  an 
extraordinarily  difficult  task  in  the  best  of  circumstances,  are 
again  compounded  by  the  lack  of  reliable  output  measures.    With  a 
few  exceptions    such  as  family  planning  and  vocational  rehabilitation 
programs,    the  effects  of  a  program  on  the  people  it  attempts  to  reach 
are  inherently  difficult  to  describe  in  quantitative  terms.    Thus,  while 
judgments  on  "need"  may  be  backed  by  data,  questions  such  as  use  of  less 
costly  alternatives  are  almost  impossible  to  answer. 

However,  since  federal  program  conformance  with  regional  plans  is 
a  widely  shared  goal  (Mogulof,  1971:  418-421),  HSAs  may  choose  to  give 
special  weight  to  the  consideration  respecting  relationship  of  the 
proposal  to  the  HSA  and  AIP.    There  is  no  reason,  in  theory,  why  an  HSA 
should  not  require  conformance  to  its  HSP  and  AIP  as  a  basic  condition  for 
approval  of  any  project.    The  issue  becomes  whether  they  have  sufficient 
motivation  to  do  so.    The  experience  of  other  regional  planning  organizations 
is  not  encouraging.* 


*  Examinations  of  actual  activities  of  regional  planning  organizations  show 
that  they  usually  deviate  from  the  functions  stated  in  their  enabling 
legislation.    In  particular,  rather  than  developing  a  comprehensive  health 
plan  which  integrates  all  regional  concerns,  they  are  apt  to  develop  plans 
along  particular  functional  lines,  e.g.,  transportation,  aging,  etc.  (Glass, 
1976:  19,  quoting  studies  by  Battelle  Memorial  Institute,  the  Urban  Institute, 
and  his  own  studies  in  Tennessee.) 
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Some  Common  Obstacles 


First  of  all,  as  organizational  theory  tells  us,  new  institutions 
and  agencies,  to  develop  support,  must  first  establish  their  credibility 
in  the  area  they  serve.    Increasing  the  flow  of  federal  programs  brings 
jobs,  brings  services  and  thus  brings  credit  to  the  organizations  which 
help  secure  them.    Thus,  HSAs  may    be  strongly  tempted  to  assist  applicants 
for  federal  funding  even  on  projects  that  may  not  fit  with  their  own  HSPs 
and  AIPs.    During  the  reviews  themselves,  when  some  constituency  strongly 
pushes  for  a  program,  HSA  denial  of  its  funding  application  on  grounds 
that  it  did  not  conform  to  the  formal  health  plan  would  be  politically 
difficult.  It  would  be  even  more  difficult  for  the  HSA  to  use  these 
grounds  to  deny  an  application  for  the  continued  funding  of  an  existing 
program,  unless  the  program  had  already  lost  the  community's  support  for 
other  reasons. 

A  second  consideration,  related  to  the  first,  is  the  need  for  HSAs 
to  be  particularly  sensitive  to  the  wishes  and  needs  of  the  local 
governments  in  its  area.    If  the  HSA  is,  typically,  a  nonprofit 
organization,  it  will  need  to  overcome  the  natural  antagonisms  of  local 
government,  which  will  be  likely  to  consider  it  an  interloper  on  their 
rightful  turf.    If  it  is  one  of  the  few  public  agency  HSAs,  functioning 
within  some  already  established  governmental  framework,  forging  satis- 
factory relationships  with  its  parent  body  may  present  an  even  greater 
chal lenge. 

The  cooperation  -  informal  and  formal  -  of  county,  city  and  town 
officials  is  essential  to  implement  many  aspects  of  health  systems  plans, 
as  well  as  the  federal  programs  to  be  reviewed.    By  the  same  token,  local 
zoning  boards,  buiding  inspectors  and  fire  inspectors  can,  if  they  choose, 
compound  already  difficult  state  and  federal  compliance  requests  by  creating 
interminable  delays  in  the  decisionmaking  and  financing  processes.  Again, 
as  new  boy  on  the  block,  most  HSAs  will  for  some  time  be  reluctant  to 
press  the  limits  of  their  formal  authority  by  denying  federal  funding 
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applications  that  are  favorably  regarded  by  local  officials.    Nor  will 
they  be  likely  to  press  too  hard  for  new  programs,  such  as  halfway  houses 
for  alcoholics,  which  are  feared  and  opposed  by  some  important  vocal 
element  in  the  community. 

Thirdly,  there  is  the  question  of  regional  versus  subarea  loyalties 
among  HSA  board  and  committee  men.bers  that  we  referred  to  in  Section  II. 
HSA  board  and  committee  members  are  inclined  to  follow  their  own  leads 
in  respect  to  federal  funding  proposals.    Their  priorities  may  not 
coincide  with  those  they    enunciate  in  the  formal  HSP  and  AIPs,  but 
rather  reflect  their  own  background  and  interests.    While  staff  ma»y 
exert  considerable  influence,  it  can  only  go  so  far.    In  part,  their 
tendency  to  divorce  actual  decisionmaking  from  overall  planning  goals 
reflects  the  disparate  nature  of  the  problems  in  different  subareas  of 
the  HSA.    There  is  a    natural  tendency  to  grease  the  squeaking  wheel 
closest  to  hand.    Actions  dictated  by  saliency  of  board  members'  interests 
rather  than  according  to  agency  plans  are  not  confined  to  HSAs;  they 
appear  to  be  inherent    in  the  governance  of  most  regional  planning  bodies. 

It  is  difficult  for  HSA  board  and  committee  members  to  develop  a 
regionwide  perspective,  even  where  there  is  the  will  to  do  so.  They 
do  not  leave  their  own  priorities  and  opinions  at  the  door;  naturally, 
they  are  most  familiar  with  problems  in  their  own  subareas.  In 
some  HSAs,  this    may    mean    concentration    on    programs    designed  to 

serve  urban  rather  than  rural  populations,  since  even  with  scrupulously 
fair  geographic  representation,  the  travel  time  and  expense  of  coming  to 
meetings  usually  makes  for  poor  attendance  from  members  in  outlying  areas. 

The  important  differences  that  are  sometimes  found  among  subareas 
are  well  illustrated  in  the  Central  Arizona  HSA.    This  is  rightfully 
considered  to  be  a  metropolitan  area  agency  since  by  far  the  largest  part 
of  its  population  lives  in  and  around  Phoenix  -  which  has  all  the  health 
system  problems  typical  of  large  cities.    In  fact,  the  actual  HSA 
territory  is  larger  than  that  of  all  the  New  England  states  combined, 
and  within  it  there  are  great  variations  in  both  the  density  and  character 
of  the  resident  populations.    Besides  Maricopa  County,  where  Phoenix  is 
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located,  the  HSA  embraces  Gila  and  Pinal  Counties.  Together,  their  land 
area  of  deserts,  forests  and  mountains  is  greater  than  the  state  of 
Maryland.    Population  there  is  sparse  (Gila  County  has  only  6  residents 
per  square  mile),  and  is  thinly  scattered  throughout  the  few  mining 
towns,  Indian  reservations,  logging  towns,  resorts  and  retirement 
communities  of  the  area.    Naturally,  there  are  marked  differences  in 
the  health  needs  of  Phoenix  residents  and  those  in  the  outlying  subareas, 
and  corresponding  differences  in  needs  for  federal  program  assistance. 
Because  grantsman  skills  are  lacking  in  Gila  and  Pinal  Counties,  the 
HSA  constitutes  a  new  resource  for  technical  assistance  in  developing 
applications  tailored    towards  meeting  planning  goals.    However,  staff 
time  devoted  to  these  pursuits  naturally  must  be  taken  away  from  time 
that  would  otherwise  be  spent  in  Maricopa  County  -  in  efforts  far  more 
visible  to  most  of  the  HSA  board  members.    This  poses  difficult  choices 
for  the  HSA  director  in  managing  his  resources. 

Lack  of  regionwide  perspective  is  not  confined  to  rural-urban 
differences.    It  is  evident  even  when  subareas  within  an  HSA  are 
relatively  homogenous,  as  for  example  in  Connecticut.    Here,  as  elsewhere 
in  New  England,  the  basic  unit  of  governance  is  the  town,  not  the  county. 
The  North  Central  Connecticut  HSA  embraces  38  towns,  most  of  which  have 
at  least  a  two  hundred  year  tradition  of  proud  autonomy.    While  the 
health  needs  of  their  populations  may  not  vary  substantially,  the 
problems  of  reviewing  federal  funding  proposals  could  become  acute  if  . 
some  town  or  group  of  towns  in  a  subarea  considered  that  its  interests 
were  being  slighted.    HSA  board  and  committee  members  are  not  likely  to 
forget  this  in  deference  to  the  priorities  established  by  the  formal  HSP 
and  AIP. 

The  tendency  of  the  boards  of  regional  planning  agencies,  governmen- 
tal or  private,  to  put  local  over  regional  interest  may  also  reflect  the 
fact  that  the  "region"  is  usually  just  an  abstract  construct,  devoid  of 
political,  economic,  historical  or  cultural  identity.    It  may  even  lack 
the  tie  of  a  common  newspaper.    Thus,  when  HSAs  attempt  to  cultivate 
institutional  loyalty  among  their  board  and  committee  members,    there  is 


-214- 


little  to  build  on.    The  P.L.  93-641  provisions  defining  HSA  membership 
do  not  help.    As  we  noted  earlier,  the  basis  of  selection  encourages 
members  to  regard  themselves  as  representatives  of  interest  groups,  not 
as  policymakers  with  responsibilities  to  further  the  best  interests  of 
the  region's  population. 

A  final  handicap  to  the  HSA's  ability  to  relate  federal  program 
reviews  to  its  health  system  plans  lies  in  the  basically  responsive, 
case  by  case  nature  of  the  process.     From  the  vantage  of  cost  containment, 
while  HSAs  have  the  power  to  say  yes  or  no  to  individual  proposals,  they 
have  no  sense  of  the  total  pool  of  federal  funds  that  might  be  available 
to  their  region  at  any  one  time.    Thus,  even  if  other  factors  permitted, 
they  have  neither  the  information  nor  the  incentives  that  might  spur  them 
to  prioritize  programs  of  various  types  according  to  their  region's  needs, 
or  to  consider  means  for  allocating  total  federal  spending  among  their 
different  geographic  subareas  in  relation  to  the  objectives  set  forth  in 
the  HSP  and  AIP. 

Some  Positive  Approaches 

Despite  all  these  difficulties,  it  would  be  wrong  to  discount 
entirely  the  ability  of  HSAs  to  advance  towards  planning  goals  for  the 
region  by  using  their  federal  funds  review  and  approval  authority.  They 
can  do  so  in  two  ways:    first,  as  with  new  institutional  services  reviews, 
they  can  work  with  the  applicant  during  the  formative  stages  of  a 
funding  proposal,  encouraging  him  to  bring  it  into  conformity  with  the 
plans.    Second,  they  can  use  the  review  authority  as  a  bargaining  chip 
in  institutional  services  reviews,  to  pursuade  providers  of  services 
to  subtract  or  add  services  in  ways  that  might  further  plan  objectives. 

Influencing  Proposals  at  the  Formative  Stage.  Naturally,  the  ability  of 
the  HSA  to  influence  the  content  of  the  pending  application  will  be  much 
greater  if  its  suggestions  are  made  as  early  as  possible  in  the  proceedings. 
As  with  the  consultation  and  the  negotiations  with  institutions  prior  to 
their  submission  of  certificate  of  need  and  section  1122  review  applications, 
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skilled  planning  staff  can  quietly  accomplish  a  great  deal  at  the  nascent 
stage.    However,  the  fact  that  the  HSA  acts  purely  in  an  advisory 
capacity  in  institutional  reviews,  but  has  formal  decisionmaking 
authority  in  federal  funding  review,  brings  into  question  the 
appropriateness  of  prereview  consultations  in  the  latter  instance. 
As  Glass  (1976:  20)  observes: 

Discouraging  applications  which  do  not  correspond  to  regional 
policies  and  priorities  presupposes  a  critical  analysis  of  the 
proposals,  but  it  is  illogical  to  assume  that  an  organization 
can  perform  both  a  critical  review  and  a  grantsmanship  function. 

The  common  practice  of  prereview  consultations  between  state  health 
regulatory  agencies  and  institutions,  their  bargaining  about  conditions, 
etc.,  may  set  precedents    that  HSAs  can  follow.    On  the  other  hand, 
a  strong  case  in  administrative  law  could  be  made  for  entirely  separating 
the  consultative  and  review  functions  associated  with  applications  for 
federal  program  funding. 

As  a  practical  matter,  with  all  the  other  demands  on  their  time, 
HSA  staff  may  not  be  able  to  provide  consultative  services  on  very  many 
proposals.    Sieverts'  observation  on  the  differences  in  workload 
to  be  expected  under  the  two  alternative  choices  of  routing  (HSA  to  DHEW 
or  DHEW  to  HSA)  is  germane.    If  the  applicant's  completed  proposal  goes 
directly  to  DHEW,  the  staff  will  have  more  time  to  work  with  future 
applicants,  but  it  will  not  have  an  opportunity  to  work  with  the 
applicant  during  the  review  stage  itself.    On  the  other  hand,  if  the 
applicant  submits  his  proposal  to  the  HSA  first,  there  may  be  such  a 
large  burden   of  reviews  that  the  staff  will  never  have  time  to  work 
with  individual  applicants. 

A  Carrot  to  Institutional  Providers.  HSAs  may  look  on  the  responsibility 
for  reviewing  federal  funding  proposals  as  an  opportunity  to  reward 
institutional  providers  that  undertake  to  modify  their  corporate  planning 
in  conformance  with  community  needs  as  expressed  in  the  HSP  and  AIP. 
They  could,  for  example,  encourage  hospitals  to  apply  for  various  types 
of  ambulatory  services  set  out  as  objectives  in  the  AIP,  or  encourage 
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well  run  long  terra  care  facilities  to  seek  funding  to  establish  day  care 
services,  etc.    Federal  funding  could  offer  such  institutions  a  chance  to 
grow  -  the  underlying  rationale  being  that  if  institutions  are  asked  to 
moderate  cost-inflating  activities,  such  as  proliferation  of  high  tech- 
nology, they  need  opportunities  to  demonstrate  their  worth  to  their 
communities  in  other  ways. 

The  possibility  for  federal  program  review  and  approval  being 
used  as  a  bargaining  chip  may,  however,  be  more  apparent  than  real. 
Institutions  not  singled  out  for  encouragement  could  well  raise  the  issue 
of  due  process.    Just  as  important,  institutions  may  not  be  very 
anxious  to  avail  themselves  of  these  opportunities.    The  uncertain  nature 
of  federal  funding  for  programs  such  as  alcohol  detoxification  units, 
community  mental  health  centers,  etc.,  has  made  them  gun-shy.    Once  such 
programs  are  launched,  the  community  expects  the  service  to  continue, 
whether  or  not  the  federal  funds  are  forthcoming.    Yet,  as  we  noted 
earlier,  reimbursement  policies  may  preclude  support  from  internal 
cross-subsidies.    At  best,  such  programs  may  have  only  lukewarm  support 
since  they  are  rarely  of  interest  to  the  medical  staff.    Within  the  hos- 
pital they  must  compete  for  space,  personnel,  and  administrative 
attention  with  medical  programs  that  attract  physicians  to  the  hospital 
in  very  positive  ways.    Thus,  institutions  may  not  regard  them  as 

especially  great  prizes. 
Relationship  to  Rate  Setting  Programs 

Close  ties  between  rate  setting  programs  and  the  Planning  Act  agencies 
are  not  likely  to  develop  around  reviews  of  federally  funded  programs.  Rate 
setting  bodies  do  not  usually  have  jurisdiction  over  many  of  the  agencies 
that  administer  such  programs.    Institutional -based  services  are  the 
exception.    Here,  before  approving  applications  that  might  involve  the 
provision  of  and  reimbursement  for  such  services,  the  applicant  and  the 
reviewers  may  both  want  assurance  that  the  rate  setting  program  would  be 
prepared  to  support  any  resultant  increment  to  the  institution's  rate. 
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Linkages  at  the  State  Level 


The  provision  of  the  planning  law  that  SHCCs  review  certain  appli- 
cations for  DHEW  grants  or  contracts  if  they  involve  funds  allotted  to 
state  government,  assisted  in  its  activities  by  the  SHPDA,  again  raises 
the  issue  of  autonomy,  but  of  a  different  sort.    In  the  first  place, 
prescription  of  this  procedure  may  duplicate  or  conflict  with  some  pre- 
existing clearinghouse  activity  that  may  already  be  established  in  state 
government,  such  as  through  a  budget  office.    In  the  second  place,  in 
states  where  no  federal  grant  coordination  mechanism  is  in  place,  governors 
may  question  the  legitimacy  of  locating  such  a  mechanism  in  an  agency  such 
as  the  SHCC  which  is  not  part  of  the  official  governmental  structure. 
Furthermore,  given  the  interagency  rivalries  that  are  common  in  state 
government,  such  as  between  departments  of  health  and  mental  health, 
which  often  manifest  themselves  in  competition  for  federal  grants, 
could  a  coordinating  mechanism  staffed  by  one  of  the  competing  bureauc- 
racies be  expected  to  give  a  fair  deal  to  the  others? 

Again,  it  is  not  the  province  of  this  paper  to  explore  these 
matters,  the  specifics  of  which  in  any  event  vary  greatly  among  the  states. 
However,  it  must  be  noted  that  for  the  foreseeable  future  questions  of 
autonomy  and  legitimacy  will  be  likely  to  supersede  questions  of  the 
relation  of  federal  grants  to  the  provisions  of  state  plans. 

As  in  the  case  of  the  HSA  federal  funding  reviews,  should  they  wish 
to  establish  firm  links  to  the  state  plan,  SHCCs  could  require  that  all 
applications  conform  to  the  state  plan  objectives.    To  do  so,  however  - 
and  to  conduct  reviews  accordingly  -  would  be  likely  to  generate  confron- 
tations that  the  SHCC  will  probably  not  be  willing  to  invite,  particularly 
if  it  lacks  strong  backing  from  the  Governor.    In  short,  most  of  the 
observations  we  made  in  reference  to  HSA  reviews  also  apply  to  the  SHCC, 
but  in  this  case  the  SHCCs  position  is  likely  to  be  weaker. 

Finally,  the  fragmentation  of  federal  grant  programs  and  their 
funding  priorities  and  mechanisms  works  against  efforts  to  match  program 
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resoutces  to  population  needs  at  both  the  state  and  KSA  levels.  For 
example,  a  SHCC  might  feel  that  the  state  could  do  with  less  money  from 
the  Comprehensive  Public  Health  Services  Formula  Grant  Program  if  only  it 
could  get  a  correspondingly  greater  proportion  of  the  Alcohol  Formula 
Grant  Program  funds.    But  the  grant  formulas  are  different  -  and  P.L.  93-641 
incorporates  no  mechanism  that  would  allow  discretionary  shifting.  The 
same  situation  could  apply  to  an  HSA. 

Conclusion 

Since  the  planning  law  allows  latitude  to  the  HSAs  and  SHCCs  in 
determining  how  closely  to  relate  their  approval  of  federal  program  funding 
applications  to  health  system  and  state  health  plans,  in  theory,  conformance 
to  these  plans  could  be  made  a  condition  for  favorable  review. 

However,  a  variety  of  structural  constraints  common  to  all  regional 
planning  agencies  suggest  that,  in  reality,  political  and  organizational 
considerations  will  take  precedence  over  formal  plans. 

As  in  the  case  of  new  institutional  services,  the  best  opportunities 
for  influencing  the  scope  and  content  of  federal  program  proposals  occur 
early  in  the  pre-review  stage.    Planners  who  have  the  larger  system  goals 
and  objectives  firmly  in  mind  can  advance  towards  them  incrementally  by 
suggesting  program  changes  and  modifications,  provided  that  the  press  of 
other  responsibilities  allows  them  the  time  to  do  so. 

The  problem  of  containing  the  aggregated  costs  of  federal  programs 
at  the  local  level  is  not  likely  to  be  seriously  addressed.    The  reviewing 
agencies  have  no  knowledge  of  the  total  pool  of  federal  funds  that  might 
be  available  to  their  region  at  any  one  time,  and  no  ability  to  set 
federal  program  priorities  according  to  their  region's  need.    Although  they 
have  the  power  to  approve  and  deny,  it  is  on  a  case  to  case  basis.  Under 
the  categorical  funding  pattern,  no  al locative  mode  is  possible.    The  power 
and  the  responsibility  to  effect  change  remains  solely  with  the  Congress. 
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XI.  OVERVIEW 


The  National  Health  Planning  and  Resources  Development  Act  of  1974 
calls  for  ambitious  reform  of  the  U.S.  health  care  system.    Although  it 
does  not  directly  assign  cost  containment  a  higher  priority  than  equitable 
access  to  quality  medical  care,  the  entire  structure  can  be  -  and  is  - 
interpreted  as  providing  an  overall  context  of  concern  with  rising  expen- 
ditures for  health  care  within  which  the  myriad  planning  and  review 
activities  it  prescribes  should  take  place. 

The  law  embodies  three  quite  different  approaches  to  cost  containment. 
First,  in  its  section  1502  priority  listing,  Congress  appears  to  have  looked 
for  savings  in  national  health  expenditures  from  better  organization  and 
articulation  of  the  various  components  of  the  health  care  system,  prevention 
of  costly  avoidable  illness,  and  development  of  alternatives  to  expensive 
institutional  care.    Second,  through  its  required  reviews  of  new  institutional 
services  and  of  the  appropriateness  of  existing  services,  it  appears  to  have 
looked  for  more  immediate  savings,  particularly  as  regards  hospitals,  from 
moves  to  prevent  unneeded  capital  and  service  expansions,  and  to  reduce  the 
supply  of  inefficiently  used  or  otherwise  inappropriate  services  and 
facilities.    A  third  approach  seeks  to  bring  federal  funding  of  various 
public  health  programs  into  better  congruence  with  regional  and  local 
priorities. 

Only  limited  tools  are  provided  to  the  new  planning  law  agencies  with 
which  to  accomplish  the  desired  changes.    While  the  series  of  required  health 
plans  developed  by  HSAs,  SHCCs  and  SHPDAs  can  set  objectives  in  line  with 
local  conditions,  the  section  1502  priorities,  and  whatever  national  goals 
and  guidelines  will  eventually  be  agreed  on,  the  new  agencies  can  offer  few 
or  no  incentives  to  motivate  those  who  provide  services  to  move  in  the 
desired  directions. 

Regulatory  sanctions  are  applicable  solely  to  hospitals  and  other 
institutions,  and  can  be  exercised  only  indirectly,  through  the  powers  of 
state  agencies  to  deny  applicants'  request  for  approval  of  facility  and 
service  expansions.    In  the  face  of  political  realities,  however,  the  states' 
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power  to  deny  significant  proportions  of  the  proposals  brought  to  them  has 
so  far  been  more  apparent  than  real.    State  agencies  will  shortly  acquire 
another  sanction,  applicable  to  the  future  reviews  of  existing  institutional 
services.    The  planning  law  requires  that  findings  of  such  reviews  be 
published.    What  effects  such  public  disclosure  will  have  on  the  actions  of 
providers  is  as  yet  unknown. 

With  these  two  exceptions,  the  Planning  Act  excludes  from  the  purview 
of  the  agencies  it  creates  most  of  the  key  elements  that  currently  determine 
the  way  the  U.S.  health  system  actually  operates.    Physicians  and  other 
health  professionals  continue  to  function  just  as  autonomously  as  before, 
the  basic  way  the  system  is  financed  continues  unchanged,  and  the  new 
review  and  regulatory  functions  prescribed  by  the  act  are  for  the  most 
part  simply  superimposed  on  an  existing  highly  complicated   federal,  state 
and  local  regulatory  structure,  not  integrated  with  it.    Given  these 
handicaps,  until  measures  such  as  the  Administration's  1977  hospital  cost 
control  bill  or  national  health  insurance  significantly  tie  the  functions 
of  health  planning  and  regulation  to  financing,  it  would  be  unfortunate 
if  Congress  and  DHEW  expected  rapid  progress  towards  either  the  systemwide 
changes  enunciated  in  section  1502  or  the  short  term  containment  of 
institutional  costs. 

Given  the  scant  power  at  their  command,  HSAs  and  state  planning  and 
regulatory  agencies  have  every  reason  to  conjoin  their  efforts  to  increase 
their  potential  leverage  on  change.    Movement  in  this  direction  is  apparent 
in  the  states  we  studied,  despite  the  silence  of  the  Planning  Act  itself 
on  questions  of  linkage  that  go  beyond  matters  of  pure  procedure. 

State  certificate  of  need  regulators  have  a  strong  stake  in  HSA 
success  in  advance  planning  among  institutions  that  will  reduce  the  volume 
of  CON  applications  for  unwarranted  capital  and  service  expansions;  HSAs 
have  an  even  stronger  stake  in  the  state  agencies  backing  them  up  when  they 
make  adverse  review  recommendations.    In  time,  if  and  when  local  providers 
seriously  address  planning  priorities  in  their  project  applications,  HSAs 
will  look  to  state  regulators  to  back  up  their  recommendations  for  approval. 
State  regulators  want  reliable  planning  standards  and  review  criteria  to 
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provide  due  process  to  their  decisionmaking;  HSAs  welcome  regulators' 
success  in  establishing  legally  enforceable  limits  to  expansions,  such  as 
for  tertiary  services,  embodied  in  regulations,  to  encourage  local  institu- 
tions to  share  services. 

The  power  of  state  rate  setting  programs  to  disallow  increases  in 
rates  for  unauthorized  services  and  facility  expansions  is  a  successful 
means  to  enforce  certificate  of  need  decisions.    Rate  setting  is  now  being 
looked  to  as  a  possible  means  of  putting  teeth  into  the  future  reviews  of 
existing  institutional  services,  through  application  of  reimbursement 
penalties  on  institutions  whose  services  are  found  to  be  inappropriate. 
However,  both  the  legality  and  the  political  viability  of  such  actions, 
geared  to  shrinking  the  hospital  system,  remain  to  be  tested. 

Successful  linkages  of  HSA  and  state  planning  and  regulatory 
agencies,  including  rate  setting  programs,  demand  common  policies  on  cost 
control  and  other  long  range  goals  and  short  range  objectives.  Many 
historical,  organizational,  legal  and  attitudinal  factors  conspire  to 
obstruct  articulation  of  efforts  towards  these  ends.    These  include:  the 
mixture  of  public/private  agencies,  bureaucratic  distance  among  government 
agencies  (and  organizational  units  within  the  same  agency);  the  varying 
degrees  of  responsibility  and  boundaries  to  agency  authority  set  forth  in 
the  federal  law  and  in  state  enabling  laws  and  administrative  acts; 
differing  expectations  re  the  Planning  Act's  purpose  -  how  much  can  be 
achieved  by  it,  how  soon,  and  at  what  level  of  appropriations;  and,  perhaps 
most  important,  differing  perceptions  of  where  health  cost  excesses  lie, 
and  how  to  deal  with  them. 

On  the  other  hand,  the  three  types  of  review  that  the  Planning  Act 
mandates  provide  a  natural  focus  for  shared  activity  in  a  problem-solving 
mode.    Once  habits  of  cooperative  action  are  established  to  carry  out 
particular  tasks,  cooperation  on  broader  matters  may  naturally  grow.  This 
observation  holds  particularly  true  for  the  two  reviews  of  institutional 
services;  the  present  exclusion  of  SHPDAs  from  the  review  of  programs  seeking 
federal  funding  is  a  well  recognized  source  of  friction. 
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For  certificate  of  need  and  appropriateness  reviews,  opportunities 
for  helpful  linkage  between  SHPDA,  HSA  and  rate  setting  program  activities 
present  themselves  both  at  the  stage  of  designing  and  improving  the  review 
process  itself,  and  during  the  actual  reviews  of  individual  project 
proposals  and/or  existing  services.    Cooperation  at  the  pre-review  stage, 
and  open  channels  of  communication  with  the  institutions  and  their 
associations  appear  to  be  most  important.    To  the  extent  that  the  prelimin- 
aries are  well  executed  and  the  players  know  the  options  likely  to  be  open 
to  them,  proposals  for  new  services  are  more  likely  to  be  feasible, 
realistic  and  acceptable  to  the  reviewers.    Underlying  trust  and  confidence 
in  mutual  good  faith  is,  of  course,  a  precondition  for  productive  relations 
among  all  the  parties  -  between  the  Planning  Act  and  state  regulatory 
agencies,  between  these  agencies  and  the  hospitals  and  other  institutional 
providers,  and  also  among  the  individual  institutions. 

In  developing  a  good  review  process,  cooperation  among  HSAs,  SHPDAs, 
and  rate  setting  bodies  (and  other  agencies  such  as  PSROs  and  licensing 
agencies  not  specifically  dealt    with  here)  can  take  place  in  the  following 
areas:    development  of  mechanisms  for  information  sharing;  division  of 
labor  on  procedural  tasks  and  on  commonly  needed  cost  and  population-based 
statistical  analyses;  criteria  development;  and  monitoring. 

The  question  of  criteria  and  standards  deserves  special  note. 
By  calling  for  criteria  to  back  up  nine  specified  review  considerations 
(12  for  new  institutional  services  reviews),  the  Planning  Act  and  its 
regulations  impose  a  task  of  heroic  proportions.    Unfortunately,  few 
scientifically  based  criteria  exist  to  determine  either  a  community's  need 
for  new  health  services  of  given  types  and  volumes  or  what  constitutes 
efficient  allocation  or  production  of  services.    Nor  have  most  of  the 
criteria  that  are  commonly  employed  been  validated.    Progress  is 
difficult  because  data  are  lacking  to  show  differences  in  patient  outcomes 
associated  with  different  ways  of  providing  medical  care  of  different  types 
and  volumes  to  different  population  groups  at  different  sites,  with 
different  mixes  of  skilled  manpower.    The  levels  of  cost  involved  can  vary 
substantial ly. 
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Given  the  present  dearth  of  relevant  data,  the  design  of  criteria 
and  standards  to  guide  review  decisions  will  primarily  reflect  the  values, 
judgment  and  opinions  of  the  designers.    Consequently,  the  choice  of  the 
people  responsible  for  criteria  development  becomes  crucial.  Resolution 
of  the  complex  issues  surrounding  review  criteria  for  any  one  medical 
service  (OB,  burn  centers,  etc.)  usually  demands  clinical,  epidemiological, 
planning,  legal,  economic,  and  even  architectural  expertise.    Rate  setting 
bodies  can  make  valuable  contributions  by  suggesting  criteria  by  which  to 
determine  financial  feasibility,  cost  impact,  and  the  reasonableness  of  the 
cost  of  individual  proposals.    However,  because  such  bodies  usually  lack 
data  on  casemix/patient  characteristics  by  which  to  differentiate  the 
products  of  hospitals,  and  because  they  rarely  have  data  on  the  costs  of 
alternatives  to  institutional  care,  planning  agencies  must  be  sensitive 
to  the  limitations  as  well  as  the  strengths  of  rate  setting  program 
contributions . 

Where  HSAs  and  SHPDAs  employ  identical  criteria  and  standards  to 
determine  need  for  institutional  services,  confusion  and  contradiction  are 
avoided*  and,  rightly  or  wrongly,  the  standards  may  appear  to  the  public, 
and  possibly  the  courts,  to  be  more  "scientific."    Hence  the  allure  of 
national  and  state  standards.    Arbitrary  rule  of  thumb  numbers  may  be 
useful  for  national  and  statewide  goal  setting,  and  to  guide  certain 
macro  supply  decisons.    Since  they  apply  to  a  large  population  base, 
special  factors  will  balance  each  other  off.    However,  strict  application 
of  quantitative  standards  to  small  area  decisionmaking,  where  special 
circumstances  create  special  problems,  will  often  prove  to  be  obviously 
inappropriate,  and  thus  ultimately  unenforceable.    For  example,  large 
pockets  of  grossly  underserved  populations  are  often  found  in  HSAs  that, 
overall,  have  high  bed  to  population  ratios.    Denying  facility  and  service 
expansion  there  defeats  other  P.L.  93-641  goals  of  improving  patient  access 
to  good  care. 

New  York  State  has  had  the  longest  experience  with  certificate  of 
need,  planning  and  rate  setting  functions  linked  under  a  single  state 
agency.    Cost  control  has  been  a  prime  goal  since  1966,  and  reliance  on 


-224- 


voluminous  rules  and  standards  has  characterized  the  effort.    Per  capita 
increases  in  health  expenditures  continue  unabated,  however,  and  the  state 
continues  to  proclaim  its  health  cost  crisis.    A  recent  audit  of  the  first 
ten  year  experience  attributes  the  failure  to  the  dominance  of  the 
regulatory  effort,  and  the  corresponding  subservience  of  planning  (New 
York  State  Legislative  Commission  on  Expenditure  Review,  1977).  The 
analysts  note  that  so  many  resources  of  time  and  staff  had  been  devoted 
to  case-by-case  certificate  of  need  decisions  affecting  individual 
institutions  that  efforts  to  effect  larger  changes  in  the  health  care 
system  of  the  state,  which  perhaps  could  have  resulted  in  more  substantial 
savings  over  this  period,  received  short  shrift. 

The  record  suggests  that  a  major  issue  to  be  faced  in  future  implem- 
entation of  the  Planning  Act  is  a  reconsideration  of  the  roles  of  regulation 
and  planning  in  their  newly  arranged  marriage.    That  both  of  the  partners 
need  each  other  is  not  open  to  question.    Planning  not  backed  by  authority 
is  an  empty  exercise.    Regulation  in  the  absence  of  policy  is  a  dangerous 
one.    Furthermore,  regulatory  actions  taken  in  the  absence  of  a  societal 
consensus  on  major  policy  issues  will,  in  a  democracy,  ultimately  destroy 
or  emasculate  the  power  of  the  regulators.    The  courts  will  referee  and 
and  laws  can  always  be  amended  or  appealed. 

Regulation  has  always  been  regarded  as  the  stronger  partner.  Regulators 
are  expected  to  reach  rational  adjudicary  decisions  according  to  objective 
rules,  and  to  back  them  up  with  the  force  of  law,  while  keeping  strict  arms 
length  relationships  with  the  parties  at  interest.    In  practice,  however, 
these  ideal  assumptions  frequently  do  not  hold.    More  important,  while 
burdensome,  regulation  in  the  end  frequently  turns  out  to  be  a  paper  tiger. 

Planning  has  almost  universally  been  regarded  as  the  weaker  of  the 
partners.    Reaching  consensus  on  goals  and  policy  objectives  takes  seemingly 
endless  time.    Regulators,  furthermore,  are  uncomfortable  with  the  planning 
process  since  it  seeks  to  accomplish  change  through  negotiation,  mediation 
and  compromise,  while  maintaining  an  active  dialogue  with  all  parties  at 
interest.    In  particular,  regulators  may  be  suspicious  of  an  approach  that 
involves  the  providers  of  service  in  this  dialogue,  fearing  industry  capture. 
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Up  to  now,  planners'  efforts  towards    better  allocation  and 
organization  of  health  services  in  their  areas  have  met  with  no  greater 
success  than  regulators'  efforts  to  control  the  rising  costs  of  institu- 
tional services.    With  no  limits  on  the  size  of  the  pot  that  each  is 
respectively  trying  to  manage,  these  results  are  hardly  surprising. 
Were  the  pot  itself  to  be  constrained,  however,  the  planners'  approach 
to  managing  changes  in  the  system  could  well  prove  to  be  more  successful 
over  the  long  run  than  the  regulators'  hard  fought  case-by-case  decisions. 

In  the  future,  the  linkage  of  planning  and  regulation  may  be  more 
effective  in  containing  costs  if  regulatory  powers  are  employed  merely  to 
set  broad  limits  on  capital  spending  for  new  institutional  services, 
regionwide  or  statewide  increases  in  institutional  operating  costs,  supply 
and  location  of  physician  specialists  and  a  few  other  major  determinants 
of  health  spending.    Within  these  limits,  planners  would  for  the  first 
time  have  bargaining  chips  to  offer  in  encouraging  providers  to  reach 
their  own  agreements  on  shared  services  and  other  means  to  rationalize 
the  present  fragmented  health  delivery  system.    Other  reports  from  this 
project  describe  partial  or  experimental  examples  of  these  approaches. 

Another  major  issue  that  runs  through  all  aspects  of  the  question  of 
cost  containment  strategies  is  the  need  for  better  information.    Without  it 
there  is  little  prospect  of  significant  advance  towards  decisionmaking 
based  on  knowledge  rather  than  on  halfway  facts,  and  thus,  of  necessity,  on 
halfway  methodologies  and  whatever  opinions  happen  to  be  in  current  fashion. 
Nor  will  we  be  able  to  monitor  the  short  and  long  term  impact  of  planners' 
and  regulators'  decisions  not  only  on  rates  of  health  expenditures,  but 
also  on  the  ability  of  patients  to  obtain  medical  care  appropriate  to 
their  needs. 

A  final  issue  concerns  the  uneasy  relation  of  the  planning  and 
regulatory  partners  occasioned  by  the  differences  in  the  scope  of  their 
responsibilities.    Health  planning  agencies,  under  the  terms  of  P.L.  93-641, 
are  charged  with  bringing  better  order  to  all  parts  of  the  health  care 
system;  the  regulators'  purview  is  limited  to  services  provided  by 
institutions.    Thus,  planners'  success  in  cost  containment  will  be  measured 
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by  society's  goals  for  containing  rates  of  increase  in  all  health  expen- 
ditures, while  regulators'  success  will  be  measured  by  their  ability  to 
moderate  increases  more  narrowly  in  expenditures  for  health  care  services 
provided  in  institutions.    The  objectives  may  well  be  contradictory.  Even 
now  it  appears  that  where  CON  and  rate  setting  programs  are  stringent,  they 
are  setting  off  a  whole  new  round  of  health  care  spending  in  the  construc- 
tion and  equipping  of  freestanding  physician-sponsored  diagnostic  and 
treatment  facilities  removed  both  from  regulatory  and  peer  professional 
controls.    Such  responses  are  the  expected  manifestations  of  an  all  too 
familiar  phenomenon:    when  only  one  segment  of  a  complex  system  is  subject 
to  controls,  unintended  counterproductive  effects  are  almost  certain  to 
occur  in  other  parts  of  that  system. 
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